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Executive Summary

THE JOB CHALLENGE
Creating new jobs and in particular ‘good jobs’, i.e. jobs in high productivity sectors
and offering decent working conditions, is one of the major challenges most low
and middle income countries face. According to the 2013 World Development
Report on jobs, worldwide 600 million jobs are needed over the next 15 years to
keep employment rates at their current level (World Bank, 2013). Governments,
non-governmental organizations and donors spend large amounts of money for
targeted programs and broader policies to enhance employment creation and the
creation of new firms. Because most employment in low and middle income countries is in micro-, small and medium sized enterprises (MSMEs), often these firms
are targeted by such interventions. Typical interventions include the provision of
finance and financial services, entrepreneurship training, business support services, wage subsidies and measures that transform the business environment.
Despite these efforts, not much is known about which of these interventions are
really effective, or, more importantly, under which conditions particular interventions work.
A NEED TO TAKE STOCK
With the trend to conduct rigorous impact evaluations of development interventions, many researchers have started to look more closely at programs and policies that either directly intend to create jobs or that generate jobs indirectly. This
review reveals several factors and design features likely to increase the probability
of interventions aimed at enhancing employment being successful. However, all
these findings have to be handled with care because evidence is still scarce. First
and foremost, the review underlines how little we actually know about how to create jobs. This stands in sharp contrast to the high number of programs and projects that claim to know – and on which considerable funds are being spent.
A FOCUS ON TARGETED INTERVENTIONS
Systematic Reviews require studies that provide causal evidence linking results (in
this case employment) to interventions. This necessarily limits the review to programs and policies that – in one way or the other – target specific entities in such a
way that a comparison group can be identified. Accordingly, trade and exchange
rate policies, large infrastructure projects (power stations, trunk roads) and the like
will not be covered, simply because it is very difficult to relate cause and effect for
such projects relying on an experimental or quasi-experimental evaluation design.
Small-scale infrastructure, such as rural roads or solar home systems, has not
been included because it is typically not targeted at MSMEs.
The following intervention categories were considered in the systematic review:
– Access to finance
– Entrepreneurship training
– Business development services and research & development
– Wage subsidies
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– Improvements to the business environment (e.g. registration procedures).
ACCESS TO FINANCE: DO NOT EXPECT LARGE EMPLOYMENT EFFECTS IN
MICRO-ENTERPRISES
Studies included: Most programs directed at employment creation that were
evaluated rigorously relate to finance interventions. 26 out of a total of 54 studies
that were identified and passed the quality check assess finance interventions.
Most of them were micro-credit schemes (20 studies), followed by conditional or
unconditional cash- or in-kind-grants and a few studies that focus on saving devices. Not a single study could be identified that looks at the employment effects of
micro-insurance. The amount of finance involved is typically between USD 100
and USD 2,000. By definition micro-credit programs target poor households and
micro-firms. This must be taken into account when comparing with other types of
interventions.
The range of these studies reflects well the dominance of micro-credit in the debate about firm support as well as the common belief that limited access to financial
services is a major constraint for the expansion of micro-, small and medium sized
enterprises. However, it should not be forgotten that the range of studies was
limited by the interventions’ experimental evaluability. Interventions to overcome
financial impediments via developing financial markets in general, for example by
extending refinancing maturities for banks, were not covered.
Effects on employment: With respect to employment creation most micro-credit
schemes turned out to be rather unsuccessful; only 16 out of 45 impact estimates,
which were measured in the 26 studies on access to finance, show a statistically
significant increase in employment or firm creation. 27 out of the 45 treatment
effects were not statistically significant. In two cases, a statistically significant negative effect was found. Positive effects on employment, if found at all, were only
small, especially for already existing small and micro-enterprises. Major effects
were achieved with regard to the creation of new (mostly micro-)enterprises and
the expansion of already larger, well established and profitable firms.
Key results:
(1) The high proportion of statistically insignificant results does not necessarily mean that micro-credit does not work. Employment generation is typically not a primary objective of micro-credit programs. Rather, income
stabilization most frequently seems to be the major intention. Most (but of
course not all) enterprises make use of the credit or cash grants, if directly offered, but the money is primarily used as working capital, e.g. invested into inventories. Seldom would these credits or grants result in fixed capital investments in machines or buildings. Hence, such interventions might have no employment effects, but often they show significant
impacts on sales and revenues.
(2) The generation of a substantial employment effect may require a major
push, but most loans seem to be simply too small and their maturities too
short to lead to large changes in the capital stock and the production
technology. For instance, a tailor who – thanks to a micro-credit – switches from a mechanical to an electric sewing machine may neither have
the need nor the profitability to immediately hire an additional worker. Nevertheless, he may well see an increase in performance as measured by
revenues, profits and, of course, business investment. Hence, we find
growth at the intensive rather than at the extensive margin. Field et al.
(2011) indirectly provide supportive evidence to this hypothesis in showing that the details of the loan contract matter. They find that short repayment periods, which over the loan period translate into lower outstanding loans and shorter maturities, prevent poor entrepreneurs from investing since they fear not being able to repay on time (Field et al., 2011).
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(3) Programs targeting particularly women appear to be less successful in
employment creation than programs without such a focus. Certainly, this
does not imply that women are bad entrepreneurs. It rather suggests that
women face additional constraints, which need to be overcome in order to
increase the return to finance. Mothers, for instance, spend on average
more on food, clothes and health for the household, when compared to
fathers, and may therefore have less to spend on capital goods. Resisting
pressure from family members and relatives to share financial resources
might also be more difficult for women, obliging them to share funds even
when they would prefer to invest. In many settings, women still have lower education than men, they have no access to formal banking services
without consent of their husband, they have no property rights and are
not allowed to leave their house alone. All these factors may explain why,
on average, loans to women have lower “employment returns” than loans
to men. However, empirical evidence is still quite thin.
ENTREPRENEURSHIP TRAINING: MAKE IT SUBSTANTIAL, SPECIFIC AND
LINKED TO FINANCE
Studies included: Following finance interventions, the second most frequent
intervention category in the retained sample was entrepreneurship training. Training measures comprise technical and vocational training (in-class and on-thejob), business skills training, business plan development, financial literacy training
and life skills training. The review includes 20 studies that fall into this category.
From this sample of studies it appears that skill constraints are believed to be
more relevant to micro-enterprises than for already established SMEs: the majority
of interventions targets micro-enterprises with up to five employees or aims to
enhance self-employment in groups highly at risk of unemployment such as the
youth. Again, the majority of studies were based on RCTs; only five employ a quasi-experimental design. All together 28 treatment effects were analyzed.
Effects on employment: Looking across all studies, 11 out of 28 treatment effects
show significant positive employment effects. 17 treatment effects were not statistically significant. Yet most programs produce significant improvements in business skills and behavioral skills, and sometimes also higher optimism and motivation. In many cases training enhances the entrepreneurial spirit and forces (potential) entrepreneurs to think more carefully about the business model and its profitability.
Key results:
(1) Even non-existent or negative employment effects can be good news about
trainings’ effectiveness as entrepreneurship training was found to help nonprofitable firms either to become profitable or to close down. Likewise, training can prevent non-profitable business ideas from being started.
(2) Employment seems to come last in the result chain of entrepreneurship training. Some studies report higher investment, very few studies report process
or product innovations and sometimes also improvements in sales and revenues. Even fewer studies measure higher profits and, fewer again, employment. Short-term positive effects often seem to vanish in the long run.
(3) There are no straightforward results on the influence of targeting. The evidence is mixed on whether trainings’ return is higher for those with initially
lower skills. The review suggests, however, that entrepreneurship training is
more helpful for start-ups than for business expansion.
(4) The more tailor-made and substantial the entrepreneurship training the better, but it is not necessarily the more complex programs that are the most
successful. It appears that entrepreneurship training needs to address specific knowledge gaps and be substantial in order to be effective, where substantial means that the training runs over an entire year with at least one training session per week.
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(5) Some entrepreneurship training interventions also include financial assistance and it seems that this combination of finance and training is particularly
successful.
BUSINESS DEVELOPMENT SERVICES AND TARGETED SUBSIDIES SEEM
PROMISING
Studies included: This block covers a set of ten studies, which are rather heterogeneous in the specific nature of the underlying interventions. Broadly, they fall
under the heading of business development services and targeted subsidies. Four
of the ten studies cover business development services in the narrow sense (supplier development, support for environmental audit, provision of working premises,
etc.). One of these studies covers conditional tax-breaks and fiscal incentives for
technological innovations as well. Two further studies measure the employment
impact of grants for product and process innovations. An additional three studies
cover supply or demand side wage subsidies, and one study measures the impact
of minimum wage legislation on employment. All the studies on wage-related interventions are in Turkey or Asia, while the other studies cover almost exclusively
Latin American countries. Only one of these ten studies is based on an RCT design, while the others use a quasi-experimental approach or exploit the variation in
the policy across time and space to identify effects.
Effects on employment: The results are not at all disappointing: The studies
show mostly positive and statistically significant employment effects. Although
general conclusions have to be treated with care due to small sample sizes and
selection biases that are not entirely removed by the evaluation design, it seems
that business support services and targeted subsidies can contribute to employment generation if they are demand driven, tailor-made and focused.
Key results:
(1) Larger firms may need quite specific and sophisticated support, whereas
small firms just need very rudimentary improvements to their business.
(2) Tax-breaks and fiscal incentives, conditional on process and product innovations, seem to be particularly effective. However, the robustness of the findings is somewhat low, first, because the sample of studies is quite small
and, second, because almost all studies have to rely on a rather weak identification strategy and hence a bias, through firms selecting themselves into
such programs, cannot be ruled out completely. It is also remarkable that
nothing can be said about the East- and South-East-Asian context, where at
least in some countries business support services may have played an important role.
(3) The studies on wage subsidies suggest that targeting matters for job creation. Two different programs that have been examined in a similar context in
Turkey allow for an interesting comparison of supply and demand driven subsidies. One program targets the employers who benefit from reductions in
social security contributions for additionally hired workers. This was found to
increase the rate of employment growth and business growth substantially
(Betcherman et al., 2010). A supply-driven program where workers received
the subsidy in the form of vouchers that allow them to be hired and get training on-the-job, turned out to have a negative impact on employment of the
beneficiaries. Only a few beneficiaries were retained in their job once the
subsidy came to an end. Various reasons could explain why this program failed, but one explanation, which is particularly plausible, is that this has to do
with the targeting. The on-the-job training program targeted employees whereas the more conventional wage subsidy programs targeted employers.
Employers may keep workers hired at a reduced rate, when they are free to
choose the workers they actually prefer. If an unemployed individual approaches an employer with a voucher, not only may the profile not entirely fit, it
may even have a negative signaling effect. Hence direct wage subsidies may
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have more positive employment effects than voucher based-programs.
However, they may have very different distributional effects.
(4) It is obvious that wage subsidies are in general a quite expensive intervention
and the programs covered here are no exception. The pure wage subsidy
program in Turkey entails costs per job-month created that correspond to
roughly 94 percent of the total cost of employing a minimum wage worker.
This may still seem acceptable, if the jobs created are sustainable, but evidence whether this is really the case is scarce (Betcherman et al., 2010). A
major cost component is the dead weight loss produced by the fact that many
workers who are hired under a subsidized rate would have been hired anyway. This is also confirmed by the experimental study in Sri Lanka (De Mel et
al., 2010 and 2013b), where the authors find a strong correlation between
pre-program hiring intentions and program uptake.
REGULATION: URGING FIRMS TO FORMALIZE
SHOULD NOT BE MOTIVATED BY THE AIM TO CREATE JOBS
In most low and middle income countries the bulk of urban micro- and small enterprises are informal, i.e. they are not registered with the tax authority and operate
outside most regulations. A key policy question is whether the performance of
these firms could be improved and their size in terms of employed capital and staff
be expanded through formalization. On the one hand, it is believed that formalization increases access to credit and other resources important for business success
and expansion, even if Maloney (2004) argues that most micro- and small firms
have little to gain here because their business is simply too small to benefit from
any services offered to formal firms and in many countries the government has not
much to offer anyway. On the other hand, formalizations could imply a significant
increase in tax revenues, which from the entrepreneurs’ point of view translate into
additional costs. These are added to the costs of the bureaucratic act of formalization, which according to De Soto (1989) can already be so significant that they
alone prevent firms from becoming formal.
Studies included: As both costs and benefits of formalization are involved, the
policy problem of formalization is two-fold: What interventions are suited to enhance firms’ formalization, and what are the effects of becoming formal? As this review
focuses on employment effects, formalization studies were only included if they
covered effects on employment. Five studies were identified that can credibly
establish a link between formalization and employment. They concentrate on Brazil and Mexico, where significant reforms have been implemented to reduce the
costs of formalization.
Effects on employment: The studies show that it is difficult to get the average
firm formalized as the average firm is simply too small and not profitable enough to
make use of the potential that formality offers. Among those firms that do formalize, performance typically improves, including employment, but for most only modestly.
Key results:
(1) Programs that “force” firms to formalize are unlikely to produce any significant employment effects as for many formerly informal firms formality
does not translate into extra profits but into additional cost.
(2) Programs that offer cheaper and easier formalization procedures are more likely to have success but only for a relatively small group of entrepreneurs and firms that show already a higher initial performance. In an interesting field experiment in Sri Lanka, De Mel et al. (2013a) offer cash
rewards for firms that formalize. Even if the equivalent of one month of
the median firm’s profits are offered, only around one-fifth of all firms register the business. Interestingly, the lack of property rights for the ground
they work on is a major deterrent to formalization for many entrepreneurs.
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(3) In general it seems easier to formalize firms while they are set up than
formalizing firms that already exist.
(4) For the typical informal firm, it is not the costs of registration but the expected benefits of formality that is pivotal for their decision to formalize.
To put it bluntly, the best incentive governments can provide for formalization is to offer useful public services in return. This does of course not imply that policies should not simplify administrative procedures, but it is
more than that.
IMPLICATIONS FOR DEVELOPMENT POLICY: JOB CREATION IS A COMPLEX CHALLENGE
Do we know how to create jobs? Overall the review shows that creating and enhancing employment is a very complex challenge.
–

Many conditions have to be met before interventions in favor of individual
enterprises do not only improve business performance but also lead to
additional jobs. Phrased differently, it is typically ‘a long way’ in the result
chain from policy inputs to employment impacts, even more so if employment is supposed to be sustainable and tied to acceptable and secure working conditions.

–

Given the discrete nature of decisions to found a new business or to hire
an additional employee, not a minor change but rather a major push is
needed to have an impact.

–

•It seems much easier to have an effect on management practices,
sales and (short term) profits than on employment. Many interventions seem to lead to changes at the intensive margin, but fail to deliver
productivity increases that go hand in hand with more jobs.

-

Often the studies covered in this review target interventions that are notprimarily designed to create employment but rather strive for income
stabilization and poverty reduction. Hence, one should not expect impressive results in the form of additional jobs if interventions were not
even intended to deliver this result.

–

Targeting seems to be key to achieving positive employment effects. Not
all potential and actual entrepreneurs can make good use of support. Different types of interventions will be required to increase employment for
different groups.

–

It seems easier to create new businesses than to expand existing firms.

IMPLICATIONS FOR EVALUATIONS AND RESEARCH: THE EVIDENCE IS
STILL SKETCHY
The review clearly shows that the available evidence is still sketchy, in particular
for large parts of Sub-Saharan Africa and Asia, regions in which, in the coming
decades, the need for jobs is the highest.
Very few studies are able to assess the longer term effects of their interventions
and policies and many studies fail to provide a detailed analysis of why certain
effects occurred or did not occur – making it hard to extrapolate lessons.
The analysis of program costs is particularly lacking. Almost none of the 54 studies
provided a detailed cost effectiveness analysis, i.e. how much does it cost to
create an additional job with a certain program compared to another? This gap
should alert both implementers and researchers. Implementers should provide the
necessary numbers and researchers should go beyond the estimate of simple
impacts, which is not really helpful for those who have to allocate resources across
different interventions.
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Last but not least, it has to be mentioned that the existing evidence seems to suffer from a method bias. RCTs are applied particularly to small programs, very poor
areas and very specific target groups. This limits the generalizability of their findings. Quasi-experimental approaches have a wider scope of application than
RCTs, but still the range of application is limited by the necessity to create a control group. Therefore, evaluations covering policies for which it is difficult, if not
impossible, to apply (quasi-)experimental approaches and thereby link cause and
effect in a rigorous way, will have no chance of being included in a Systematic
Review of the type used here. However, for evaluations to give policy guidance, it
would be desirable to draw on lessons learnt about the entire range of job program
designs. This leads to a kind of dilemma as it is impossible to include all types of
programs and meet the quality standards of a Systematic Review at the same
time. For now, the way forward seems to be not to neglect the findings of other
types of evaluations – excluded from Systematic Reviews – while being frank
about their methodological shortcomings. In the long run, however, research might
come up with methodological quality standards that cover those types of interventions not open to rigorous impact measurement yet.

This executive summary was published by the
OECD in a slightly different form in an issue of
Evaluation Insights:
http://www.oecd.org/dac/evaluation/EvaluationInsights-No-9-Jobs.pdf
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Introduction and Background

Creating new jobs and in particular ‘good jobs’, i.e. jobs in high productivity sectors
and offering decent working conditions, is one of the major challenges most low
and middle income countries face. According to the World Bank’s World Development Report 2013 on Jobs, Sub-Saharan Africa’s labor force is growing by about 8
million people every year while South Asia’s labor force grows by 1 million people
per month. The report estimates that until 2020 an additional 600 million new jobs
will have to be created, predominantly in Asia and Sub-Saharan Africa (World
Bank, 2012).
Against this background, the question of how and where to create these jobs has
been receiving increased attention. It has been shown that in low and middle income countries (LMICs), micro-, small and medium sized enterprises (MSMEs)
account for most employment. Ayyagari et al. (2011) found that small and medium
sized enterprises (SMEs) are the biggest contributors to employment across countries, and more importantly in low income countries (LICs). Furthermore, according
to the authors, in LMICs employment growth is also higher in small firms. The
World Development Report 2013 suggests that, the employment contribution of
micro- and small enterprises (MSEs) in LMICs is even more important than official
statistics suggest since most micro- and small enterprises operate in the informal
sector and hence are not captured by these statistics (see World Bank, 2012).
Based on nationally representative data at the household level, the World Development Report 2013 even shows that in developing countries most people are
1
employed in micro-enterprises. For urban Ethiopia, for instance, the employment
share of micro-enterprises is estimated to be as high as 97 percent in the manufacturing sector and even higher in the services sector (World Bank, 2012). This
finding is also corroborated by Brilleau et al. (2005) who found the share of informal sector employment to uniformly exceed 70 percent in urban West Africa. Furthermore, more than 86 percent of jobs in the urban West African informal sector
are found to be in very small enterprises with less than 6 employees (Brilleau et
al., 2005).
The literature shows that formal and informal MSMEs in LMICs typically face several constraints simultaneously. Yet, access to finance in a broader sense often
seems to be the most severe constraint, i.e. access to credit, to savings instruments and risk management devices. This is suggested by various studies that
examine returns to capital and their determinants (see, e.g., Banerjee and Duflo,
2004; Schündeln, 2004; de Mel et al., 2008; Grimm et al., 2011). Beyond access to
finance, limited management skills and a low degree of financial literacy of enterprise owners have been shown to be further important constraints in many contexts (see, e.g., Bruhn et al., 2010, 2012; Mano et al., 2012; Bloom et al., 2011;
Karlan and Valdivia, 2011; Drexler et al., 2010). Studies that disaggregate their
results by gender suggest that women very often experience these constraints as
even more severe, as women are also confronted with a large number of family
obligations, typically face only limited access to land and hired labor, and may be
more exposed to family pressure to share than men, which again may act as a
deterrent to accumulation.
In addition to these constraints the business environment in developing countries
may also often not be favorable for the development of MSMEs. Institutional constraints such as deficiencies in regulations concerning property registration and

1 Microenterprises are defined for this calculation as
formal or informal firms, which employ fewer than
10 workers.
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deficiencies in the judicial systems or the registration of credit information may
hinder the development of MSMEs. Ayyagari et al. (2007) assessed the importance of the business environment, measured by indicators such as entry and
exit costs (mainly consisting of legal costs), costs of contract enforcement, property registration costs, a credit information index and a rigidity of employment indicator, for the size of the SME sector in 76 countries. Low entry costs, low costs of
registering property and a higher share of information that is available through
credit registries are found to increase the size of the SME sector and hence come
along with a lower share of micro-enterprises.
The lack of good quality infrastructure and the insufficient quality of public services, such as electricity, water and telecommunication services for instance, is
another potentially important constraint for MSMEs in developing countries (Gelb
et al., 2007). Notwithstanding the importance of these types of constraints, interventions aimed at improving infrastructure are not the focus of this systematic
review. First, such interventions are typically not primarily targeted at MSMEs.
Second because these programs are usually not targeted, it is more difficult to
evaluate them in a rigorous way. It is typically not straightforward to find an appropriate identification strategy that would allow answering the question “what would
have happened without the infrastructure intervention”. Another problem is that the
few studies that can make causal claims typically do not consider employment in
MSMEs as an outcome.
Governments, international organizations and other donors have designated substantial resources to support MSMEs in developing countries. For the German
development cooperation, the promotion of the private sector in developing countries – with a focus on strengthening MSMEs – is a key priority for sustainably
increasing jobs and incomes. The development of MSMEs is also a major concern
for the World Bank. In 2004 for instance the World Bank Group approved about
USD 2.8 billion to support MSMEs (Ayyagari et al., 2007). Over the last decade
many programs targeted at MSME have been evaluated and it is time to systematically analyze what can be drawn from these studies with respect to job creation
and enterprise development. This systematic review aims at assessing which
interventions are directly or indirectly effective, and if so how, in creating employment in MSMEs in low and middle income countries. In line with the standards of
systematic reviews, as opposed to a general literature review, the evidence used
is collected and synthesized from multiple contexts in a systematic way and assessed as to whether the findings are generalizable, i.e. it is asked under which
conditions, which intervention will have which impacts (White and Waddington,
2012). With respect to the range of interventions considered in this systematic
review, the focus is on both an assessment of programmatic, as well as policy
interventions. The latter are seen as more general improvements in the business
environment, which will be considered as long as it is possible to establish causality between the policy and employment creation in a credible way. Hence our review seeks an answer to the question:
Which programmatic and policy interventions as well as conditions create
employment in MSMEs or enhance the set-up of micro-, small and/or medium enterprises in low and middle income countries?
The review is intended to be theory-based, i.e. a first attempt is made to tease out
from the reviewed studies why and under which circumstances these interventions
are effective. For this purpose we analyze the effects along the causal chain linking program inputs and final (employment) outcomes.
The remainder of this study is organized as follows. Section 2 briefly summarizes
a few other review papers to show where the contribution of this review lies. Section 3 defines all relevant concepts used in this study. Section 4 discusses all intervention types covered by this review and presents in each case the underlying
causal chain linking program inputs to intermediate and final impacts. Section 5
presents all relevant methods. Section 6 briefly presents the search results. Section 7 discusses the key results drawn from the covered studies and section 8
concludes.
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Existing Reviews that deal with Employment
Creation

A few (systematic) reviews dealing with either employment creation or interventions relevant to MSMEs have so far been conducted or are still ongoing (see
Annex 1). However, none of these reviews look specifically at employment creation in MSMEs in developing countries, they typically consider only a sub-set of the
policies we focus on and they often do not compare the outcome of interest for
different enterprise sizes. McKenzie and Woodruff (2014) review the quality and
findings from business training and entrepreneurship evaluations. They focus in
particular on statistical power, measurement issues and attrition. Across the reviewed studies, they find only modest impacts on survivorship but stronger impacts on business creation. Bruhn and McKenzie (2013) review the rigorous evidence on entry regulation and formalization of micro-enterprises. They conclude
that formalizing firms is generally difficult; the effects of formalization on firms are
in most cases very modest if not insignificant. In an earlier publication McKenzie
(2010) reviews a view finance evaluations (all pre 2009) of which the results on the
one hand raise questions about the appropriateness of many existing microfinance programs but where the pure quantity of studies also suggest that many
more impact evaluations need to be conducted to close the relevant knowledge
gaps. Tripney et al. (2013) conducted a systematic review of post-basic technical
and vocational education and training (TVET) interventions to improve employability and employment of TVET graduates in LMICS. While the authors were concerned with the same outcome as this systematic review, they do not explicitly
focus on employment creation in MSMEs but rather firms in general, irrespective
of their size. This is also the case for other systematic reviews that are concerned
with employment creation as an outcome of interest, such as Paruzzolo et al.
2
(2013) who are currently assessing the impact of different interventions for the
improvement of labor market outcomes for the youth, Cirera et al. (2013) who
focused on the impact of free trade zones on employment and wages, Nataraj et
al. (2012) who assessed the impact of labor market regulation on employment in
low income countries and Cirera et al. (2011) who synthesized the evidence of the
impact of tariff reductions on employment and fiscal revenue in developing countries. There are also some contributions with a focus on youth employment, but
again, they do not focus on MSMEs. This is for instance true for Betcherman et al.
(2007) and Puerto (2007) who use the ILO’s Youth Employment Inventory to review the interventions documented in the database with a focus on impacts on
youth employment.
There are also a few completed and ongoing systematic reviews that focus on
interventions that are also covered by this review, but which then rather focus on
intermediate outcomes of the interventions, without assessing the impact on employment creation in MSMEs. These systematic reviews include Stewart et al.
(2012) who assessed whether different financial instruments effectively enable
poor people, and especially women, to engage in meaningful economic opportunities in LMICs, Vaessen et al. (2012) who are currently assessing the effect of micro-credit on women’s control over household spending in developing countries,
Hagen-Zanker et al. (2011) who focused on the impact of employment guarantee
schemes and cash transfers on the poor, Duvendack et al. (2011) who analyzed
the evidence on the impact of micro-finance on the well-being of the poor as well
as Stewart et al. (2010) who assessed the impact of micro-finance on poor people
in Sub-Saharan Africa, and Radermacher et al. (2009) who focus on the impact of
micro-insurance on economic and social outcomes for the poor in LMICs.

2 Paruzzolo et al. (2013) are currently in the
process of registering a systematic review
with the Campbell Collaboration titled: ‘What
are the impacts of interventions to improve labor market outcomes of youth? How applicable is this evidence to countries in Africa?
Which of these interventions are the most effective?’.
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A meta-analysis on entrepreneurship programs in developing countries, conducted
by Cho and Honorati (2013), is so far the most relevant synthesis of evidence with
respect to the purpose of this review. The authors considered a wide range of
interventions aimed at promoting the development of MSMEs in developing countries and focused, among other outcomes, on the effect of these interventions on
employment and business creation. They found that finance and training interventions to promote MSME development are more effective in changing intermediate
outcomes, like business knowledge and practice, than increasing employment. For
employment, the combination of training and finance proves to be the most effective though this depends also on the type of beneficiary that is being targeted. The
review has however some drawbacks, which the authors themselves
acknowledge. For instance, the search has not been as exhaustive and systematic
as for a systematic review, with the authors relying on Google Scholar and IDEAS
as databases only and a snowballing of the literature reviews in early studies of
entrepreneurship programs. Also, the meta-analysis includes only studies that had
been in the public domain by March 2012. However, already at this time a range of
impact evaluations were ongoing and their results could not be included in the
meta-analysis. Hence, this review will substantially add to the work done by Cho
and Honorati (2013) first by updating and broadening the evidence base considerably, taking into account also policy areas other than finance and training and,
second, by choosing a strong focus on employment and business creation.

17 | KfW Studies and Proceedings Interventions for employment creation in micro, small and medium sized enterprises in low and middle income countries

Definitions and Concepts

Micro-, small and medium sized enterprises
We include micro-, small and medium sized enterprises enterprises (MSMEs) in
the formal, as well as informal sector. Typically informal firms are firms that are not
registered with the tax office, but this is not always the used definition. Furthermore, the focus is on urban as well as rural non-farm employment and firms, i.e.
farms and employment on farms will not be considered.
Overall, there is no uniform definition of MSMEs, nor are there common criteria
that are applied uniformly, neither by researchers nor by statistical offices.
Measures differ in the reference category they use (e.g. number of employees,
turnover, sales or investment) and in the thresholds they apply to separate microfrom small and small from medium sized firms. Furthermore, as Kushnir (2010)
notes in a companion note for the World Bank MSME Country Indicators, even
within the same country MSMEs may be defined differently by different institutions
such as the statistical institutes, the government and the private sector.
We will define MSMEs via employment. Although there are arguments for using
other measures, such as turnover or sales for instance (see Gibson and van der
Vaart, 2008), we believe that for the population of interest here – very small and
often informal businesses in low and middle income settings – the number of total
employees is most readily available and the least affected by measurement error.
This is confirmed by the overview of MSME definitions for 132 countries, as given
3
in the World Bank’s MSME Country Indicators. Out of the 132 countries covered
in the data set, the vast majority uses the number of employees as a measure,
with only 29 economies using other criteria or not having any definition (see Kushnir et al., 2010).
Over a third of the countries covered in the World Bank’s MSME Country Indicator
data base set the upper threshold at 250 employees (see Annex 2). Ayyagari et al.
(2007) also confirm that the threshold of 250 employees is commonly used to
identify MSMEs.

Low and middle income countries (LMICs)
This systematic review has its focus on the context of developing countries as
opposed to developed countries. Countries will be classified according to their
Gross National Income (GNI) per capita, as it is commonly done in the literature.
We will use the thresholds of the World Bank and consider countries as developing
countries if they have a GNI below USD 12,476 per capita, calculated using the
World Bank Atlas method. Thereby, we look at low and middle income countries.
Specifically, the following income groups provided by the World Bank classification
are included: low income (USD 1,025 or less per person and year), lower middle
4
income (USD 1,026 - 4,035) and upper middle income (USD 4,036 - 12,475).

3 See Annex 2 for an overview of official and
working definitions for MSMEs by governments and private financial institutions for 120
economies, which is based on the World
Bank’s MSME Country Indicators. | 4 See
Annex 3 for a list of countries classified as
LMICs according to this definition.
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Employment creation
We consider employment creation as the emergence of new jobs in existing
MSMEs (whether privately or publicly owned) and as jobs that arise through the
creation of new MSMEs. The latter also includes self-employment. Whenever a
certain intervention creates some and destroys other jobs simultaneously, we
explicitly consider – if the data allows – both gross and net employment generation. However, in most cases only one of the two is available. We consider any
form of employment under acceptable working conditions, conditional on the specific context studied. This includes paid employment, as well as paid and unpaid
5
family employment.

5 Note that this type of work is usually implicitly paid.
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Interventions and Theories of Change

The Interventions
As we emphasized above, there are potentially many different constraints faced by
MSMEs in LMICs and hence interventions with the objective of creating employment can take many different forms. Interventions may be delivered as programs
or projects or consist of certain policy interventions. Programmatic interventions
targeting MSMEs may include interventions to improve access to finance through
the provision of (micro-)credit, advisory services and business skills training, while
policy interventions focus on improving the framework conditions for MSMEs and
may entail labor market regulations, the instauration and enforcement of property
rights, or credit information systems, to mention just a few. Interventions, however,
may also target the (potential) labor force through programmatic interventions
such as technical vocational education and training (TVET) or employment services.
In this review, we focus on interventions that are targeted at MSMEs, but not necessarily exclusively. Interventions that target the youth or the labor force directly
will only be considered if they aim at the creation of new firms or self-employment.
That is, interventions that enhance general skills and are not associated with specific enterprises or that do not aim at the creation of new firms, which eventually
will also demand more labor, are not considered. Furthermore, we do not include
studies that evaluate infrastructure interventions, since there are only few studies
employing rigorous methods to identify the effects of such interventions, due to the
difficulty of relating cause and effect for such policies (see Estache, 2010). Moreover, the few studies that rigorously assess such interventions do usually not look at
employment outcomes in MSMEs.
The interventions considered here can be grouped into the following broad categories:
–

Access to finance
Includes (micro-)credit, grants (cash and in-kind), savings products, (micro-)insurance, guarantee funds and leasing products

–

Entrepreneurship training
Includes business skills training, business plan development, financial literacy training and – to a limited extent – technical and vocational skills
training if it is intended for the set-up of a new entrepreneurial activity

–

Business development services
Includes consulting and counseling services, management and quality
control practices, technology upgrading, market development services,
export promotion services, information provision and networking services

–

Research and development (R&D)
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Includes the promotion of investments in R&D and product and process
innovations
–

Private sector incentive schemes
Includes incentives to increase employment in MSMEs, in particular
through wage subsidies

–

Enabling the business environment
Includes changes in the policy, legal, institutional and regulatory conditions that govern business activities, for instance simplified registration
and formalization procedures

The interventions considered in this review may in some cases target specific
groups, such as the youth, women, the disabled or a particular ethnic group. Furthermore, there might be instances in which some of these interventions are combined and implemented jointly.

How interventions may lead to impacts – The theory of change
The aim of this systematic review is to provide as much as possible a theorybased approach to the question of which interventions create jobs in MSMEs in
developing countries. Theoretical considerations help to answer the question of
how these various interventions are supposed to unfold their effects in principle.
We present the theory in form of causal chains linking the interventions to final
outcomes and then review the results for each intervention along these chains.
This procedure also allows to provide a clear mapping of filled and unfilled
knowledge gaps in the literature, i.e. for which elements of the chain rigorous evidence exists and for which not.
In what follows we provide a results chain for each category of intervention described above, consisting of inputs and activities of each intervention, the corresponding outputs, intermediate outcomes and the final outcome of interest of this
systematic review – increased employment in MSMEs. Though interventions from
the different categories might in practice be delivered jointly, for the analysis it is
helpful to lay down each causal chain individually and isolate the relevant pathways and underlying assumptions. We rely on the basic results chain framework
given in Gertler et al. (2011), which consists of a causal chain, outside conditions
and influences as well as assumptions that assure that the impact unfolds along
the established causal pathway.
Finally, it is important to note that these result chains have been developed from
the perspective of the evaluator, based on the objectives of proponents of such
interventions, which justify them on the basis that they eventually contribute to
employment creation. They are however not necessarily the result chains of the
implementers of such interventions and most certainly they are not the result
chains of the beneficiaries. For instance, an NGO delivering a micro-credit program might do this with the aim of promoting female empowerment or increasing
household income only. A researcher who evaluates this program then however
might assess the effect on a broad range of outcomes, including employment in
household enterprises. The person obtaining the micro-loan might be interested in
merely smoothing consumption, keeping her business going or creating a new
subsistence activity but not necessarily to employ more staff.
Access to finance
Interventions to improve access to finance may focus for example on the provision
of financial inputs such as cash or in-kind grants, loans, or credit guarantee
schemes. In addition to the financial inputs necessary for implementation, these
interventions may require staffing of micro-finance institutions (MFIs) or banks.
Loans are disbursed to MSME owners or start-ups after a thorough assessment of
business plans and ideas, as well as their credit history and collateral. Provided
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that the target group is credit constrained, these interventions provide them with
access to needed financial inputs and/or lower the costs of these inputs, resulting
in increased profits. Investment into the business increases output and profits. The
expansion of output should increase labor demand so that as a final outcome
employment in MSMEs rises. It is important to note here that the assumption that
labor demand increases presumes that financial and labor inputs are complements
and not substitutes. MSMEs hence do not substitute manual workers through
machinery. In principle, an increase on the extensive margin, through increased
staff is as possible as an increase on the intensive margin, meaning that the intervention may lead to higher productivity of already employed labor due to the utilization of more sophisticated equipment for instance. Given that many MSMEs,
however, especially the micro- and smaller businesses, are fairly simple-structured
businesses, relying predominantly on labor, complementarities are more likely.
More generally here, and similarly for the other intervention categories below, the
employment effects are also conditioned by the availability of adequate workers
and labor market legislation and regulations.
Figure 1: Results chain for access to finance

Entrepreneurship training
Entrepreneurship training interventions might consist of business skills training,
financial literacy training, as well as specialized business and management consulting provided to either established MSMEs (and their staff) or individuals who
are expected to set up new businesses as a result of the training. Conditional on
the assumption that the target group participates in the entrepreneurship training
and makes use of the services, the intervention improves the management skills of
future and existing MSME owners, increases for instance their financial and problem solving skills and raises their awareness of financial products and their benefits. If the beneficiaries of the intervention consequently use these outcomes and
apply them to their businesses – assuming that these outcomes are indeed applicable to their contexts – existing MSME owners are able to increase the productivity of their businesses, implying an increase on the intensive margin. Profits will
rise due to this productivity increase. If – as assumed by Bruhn et al. (2010) –
managerial capital affects the marginal productivity of other inputs, such as labor,
an increase on the extensive margin is also possible since depending on the degree of competition and demand, profit maximizing individuals might also increase
their investment in the enterprise and employ more inputs in order to expand production and realize the additional potential profits. As a result, employment in
trained MSMEs increases.
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Figure 2: Results chain for entrepreneurship training

Business development services
Interventions that fall into the group of business development or support services
may consist of export promotion programs, the dissemination of quality control
practices or the provision of relevant market information to MSMEs. Provided that
these activities successfully reach the target group, they raise awareness of new
markets as well as processes and measures to market their products more successfully. As a consequence, MSME owners face increased demand for their
products, can thereby increase their profits by expanding production which, in turn,
leads to increased labor demand and increased employment in MSMEs.
Research and development (R&D)
The idea of interventions to promote research and development in MSMEs is that
the provision of incentives such as tax reductions or subsidized credit increases
investment in R&D and leads to increased product development as well as the
development of new production processes, marketing and sales strategies. These
improvements increase efficiency of the business, which leads to increased profits
and output, requiring an increase in the workforce. Here, again, the increase could
happen on the intensive, as well as the extensive margin, depending on whether
the R&D investment increases outputs and profits predominantly through higher
productivity or also requires a complementary increase in the labor force.
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Figure 3: Results chain for business development services

Figure 4: Results chain for research and development (R&D)

Private sector incentive schemes – Wage subsidies
A common form of a private sector incentive scheme to increase employment is
the provision of wage subsidies. If MSMEs are willing to hire workers under a
subsidized wage, they can realize a rise in profits and find out whether the marginal revenue of labor is higher than the prevailing wage rate. In that case, after
the subsidy expires, MSMEs will retain those workers hired under the subsidy
scheme so that the intervention leads to increased employment in MSMEs. This is
also the case if the subsidization period allows for productivity increases through
on-the-job training of the workers hired under this scheme. After this period labor
productivity will be higher, leading to increased profits and possibly an expansion
of production until the marginal revenue of labor equals the prevailing wage rate,
again resulting in increased employment in MSMEs.
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Figure 5: Results chain for private sector incentive schemes – Wage subsidies

Enabling the Business Environment
The result chain illustrating the impact of interventions that improve the business
environment uses as an example a legislative reform to simplify business registration and a related public awareness campaign. Thereby the business registration
process can be streamlined to be concluded in a shorter time and involving a reduced number of procedural steps. This involves cost reductions for the MSMEs,
directly if the fees for the registration can also be reduced by the intervention, and
indirectly through a reduction of the time needed to complete the registration process. Furthermore, the intervention may benefit MSMEs indirectly, for instance
through reduced costs of credit as a result of the formalization. Registered MSMEs
will increase their productivity and investment, which should result in increased
employment, if again, investments require a complementary increase in the labor
force as a result of the benefits of formalization.
Figure 6: Results chain for enabling the business environment – Simplified business registration
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Methods

Criteria for including studies in the review
The criteria applied to decide on the inclusion and exclusion of primary studies for
this systematic review are based on the research question stated above and follow
the basic PICO (population, intervention, context, outcome) framework. Furthermore, inclusion criteria also refer to the study design.
Population and context
With respect to the population of interest we included studies that focus on micro-,
small and medium sized enterprises (MSMEs) in low and middle income countries.
As stated in Section 3, we used the definitions of the World Bank for low and middle income countries. Annex 3 provides a table with the countries considered for
inclusion, their classification according to their income level as well as the respective income thresholds used to separate the different groups.
As explained in Section 3, there is no common definition regarding micro-, small
and/or medium sized enterprises. Therefore, it has been decided to use the following criterion: To be included, a study must provide results that explicitly relate to
firms with less than 250 employees.
Furthermore, we used the following cut-offs to classify an enterprise as micro-,
small or medium sized. A firm was classified as
–

micro-enterprise, if it employs less than 5 workers;

–

small enterprise, if it employs at least 5 workers and less than 20; and

–

medium sized enterprise, if it employs at least 20 workers and less than
250.

We included a study if the target group of the intervention consisted of potential
entrepreneurs, micro-, small or medium sized enterprises, as by our definition or
the outcomes were at least reported separately for micro-, small and medium
sized enterprises. When the study was not clear on the definition that had been
used to classify enterprises, but when it reported at least summary statistics regarding the number of employees, we included the study if the mean size of the
enterprises ranged below our threshold. A number of studies do in fact not report
the size of the firms analyzed, but have an obvious focus on MSMEs. Hence these
studies were also systematically included.
Intervention
Studies were included if the intervention directly targeted MSMEs, either uniquely
or among firms of larger sizes. Evaluations of interventions that targeted the labor
force directly were only included if the intervention was implemented to enhance
6
the creation of new MSMEs or self-employment. We considered the five intervention categories laid out in section 4.1. In addition to these specific programmatic
interventions, studies have also been included if they analyzed the impact of more
general conditions, generally referred to as the business environment on MSMEs

6 An initial scoping of impact evaluations focusing on employment outcomes showed that
studies analyzing interventions targeted at the
unemployed generally did not break down
employment results by size of the enterprises
where the treated individuals found a job as a
result of the intervention, making it impossible
to draw conclusions on employment effects in
MSMEs from those studies.
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(policy interventions), as long as it was possible to establish causality between the
policy and employment creation in a credible way.
Outcomes
Studies were included if they measured the creation of jobs specifically for
MSMEs. The outcome might be measured in the number of employees or its
growth rate. Studies were not included if they focused exclusively on hours
worked, labor intensity, wages or labor supply without considering employment per
se.
Studies that targeted the unemployed were included if they measured the set-up of
new firms or self-employment. If an intervention aimed at creating new MSMEs
and measured the number of newly established MSMEs according to our definition
above, the study was also included.
In principle it would be desirable to distinguish between short term, medium term
and long term changes in the outcome measures. However, as will be seen below,
most studies included in this review do not allow to make this distinction. Except
for a few studies that rely on longer panel data, the studies present an estimate for
one point in time, in most cases in the short-term.
Study type
Included studies must establish a credible causal relationship between a programmatic or policy intervention and job creation in MSMEs. This means that we
included primary studies if they consisted of an impact evaluation based on an
experimental design such as a randomized controlled trial (RCT), as well as on
quasi-experimental designs with non-random assignment using cross-sectional
and/or longitudinal comparison, if they control for this non-random placement or
self-selection by making use of one or more of the following methods: propensityscore matching, instrumental variables, regression discontinuity designs or difference-in-difference estimation. For quasi-experimental designs, we included studies that were based on panel data as well as cross-sectional data, analyzed either
at the firm or individual level. We only included studies that reported quantitative
impacts.
Moreover, inclusion/exclusion has not been based on publication status. If an
identified study was still ongoing, the authors were contacted in order to check
whether the results were already available for inclusion into this review. Evaluations in any of the five following languages were included: English, Spanish,
French, Portuguese and German.

Search methods for identifying studies
A range of different search methods have been applied to ensure the identification
of recent, ongoing, as well as unpublished studies. These include the searching of
electronic databases, screening of relevant websites, hand-searching of key jour7
nals, literature snowballing and contacting researchers and key experts in the
topic. Details are given in Annex 4.

Data extraction and coding
Information from the included studies has been extracted by two researchers according to a coding tool (see Annex 5). Data extracted from included studies, especially those involving judgments by the coder, have been discussed extensively
between the two researchers. The information extracted consisted of the general
information of the publication, i.e. author(s), title, year and type of publication.
Furthermore, the country or countries and target population(s) were characterized
for each study, as well as the outcome(s) measured and the type(s) of intervention. As regards the type(s) of interventions, we recorded whether the intervention

7 These are persons that have either contributed with seminal work to the field under study or have been involved in projects or the
coordination of projects relevant to this review.
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was a stand-alone or joint intervention. If it was the latter, the different components
of the intervention were also documented. The interventions were classified by
types of interventions according to the six groups laid out above, including access
to finance, entrepreneurship training, business development services, research &
development, private sector incentive schemes and improvements to the business
environment. Furthermore, included studies were characterized according to their
study design, comprising methodology, sampling methodology, sample size etc.
Finally, information regarding the external validity was extracted from the studies.
All data has been stored in an Excel-file.

Risk of bias assessment
For the assessment of the methodological quality of the included studies, we used
a two-step procedure. First, based on the combination of research design and
statistical methods used, we attributed to each reviewed study a risk-of-bias variable that can take the values: low, low-medium, or medium-high. This variable is
based on the cross tabulation of statistical methods of analysis and research design (see Table 1 below) as proposed by Duvendack et al. (2012). The table presents RCTs at one end of the design spectrum and designs based on crosssectional comparisons at the other end (Duvendack et al., 2012). Per our selection
criteria, studies that have a high potential risk of bias, according to this crosstabulation, were not included in the review.
Table 1: Potential risk of bias in quasi-experimental designs

Statistical methods of analysis
Multivariate
Research design

RCT
Natural experiment
Pipeline
Panel
Cross section

DID, PSM, IV, RDD (or bivariate with
covariate means
tests)

Tabulation

Low
Low
Low-Medium
Low-Medium
Low-Medium

Low-Medium
Low-Medium
High
High
High

Low
Low
Medium-High
N/A
High

Notes: DID = Difference-in-Difference, PSM =
Propensity score matching, Instrumental Variables,
Regression Discontinuity Design.

Source: Duvendack et al. (2012).

However, study designs that have a priori a high credibility, such as for instance
RCTs, can of course still have implementation flaws that may lead to biased results (see also Waddington et al., 2012). Hence, to further assess internal validity
of the evaluation design, we considered selection bias more specifically, John
Henry and Hawthorne effects, confounding spill-overs, reporting biases and sample attrition. Depending on the research design, some sources of bias are more
relevant than others. For instance, selection bias is typically a more important
source of bias for non-randomized study designs (see Higgins and Green, 2011).
Hawthorne and John Henry effects are typically only relevant for experimental
studies. Based on OECD standards for development evaluation, we also check
whether the evaluators of a study were independent vis-à-vis the stakeholders
(OECD, 2010).
For each study we coded a set of variables, each expressing if any of the biases
just mentioned are relevant. To make a decision in each case we used the criteria
in Table 2. Obviously the assessment of these biases into ’yes’/’no‘-variables is in
many cases rather difficult, since not always all information necessary to make a
judgment is provided. Hence, if the information provided was insufficient, we decided to code the risk of bias as ’unclear‘. A summary measure is built over this set
of indicators in order to categorize a study as having a low, low-medium, mediumhigh or high risk of bias, as shown in Table 3. For the summary measure, we attributed the value of 0 if one of the below types of biases is rated ’unlikely to be
present‘, 1 if it is rated ’likely to be present‘ and 0.5 if its presence is rated ’un-
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clear‘. Then we computed the sum over all categories. The summary measure can
hence have a minimum value of 0 if all of the considered types of biases are ’unlikely to be present‘ and a maximum value of 6 if all are rated ’likely to be present’.
Obviously, this summary measure cannot be more than a rough indication of the
potential risk-of-bias of a study and in the end the interested reader will always
have to refer back to the evaluation under study to see what exactly is behind the
rating.
Table 2: Criteria to assess the specific aspects of internal validity

Type of bias

Bias is present if …

selection bias

… there is not enough evidence showing that the allocation mechanism generates equivalent groups. i.e. the
groups are not balanced on observables, and not all
relevant confounders are taken into account in the analysis.

Hawthorne effects

… there is evidence that subjects modify an aspect of
their behavior being experimentally measured simply in
response to the fact that they know they are being studied.

John Henry effects

… there is evidence for an experimental bias introduced
by reactive behavior by the control group.

Confounding
overs

… there is evidence that the program influences the
outcome of the individuals in the comparison group (including compensating investments for the comparison
groups).

spill-

Reporting biases

… there is reason to believe that the report and interpretation of the results is biased; the evaluators are not
independent of the implementing and financing agencies.

Sample attrition

… there is evidence for systematic drop outs.

Source: Own representation. Inspiration by Hombrados and Waddington (2012).

The constructed risk of bias measures guided the selection of included studies and
they are used in the meta-analysis (see below) to formally test whether trends in
the results across studies are partly driven by the quality of the studies covered.
Table 3: Summary measure of specific aspects of internal validity

Risk of bias

Criteria

Low

None of the above biases is likely to be
present → summary score equal to 0

Low-medium

One of the above biases is likely to be
present → summary score between 0.5
and 1

Medium-high

Two of the above biases are likely to be
present → summary score between 1.5
and 2

High

Three or more of the above biases are
likely to be present → summary score
equal to or higher than 2.5

Source: Own representation.
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Analysis
The extracted data is analyzed in two ways: We start with a more qualitative narrative summary, intervention by intervention, which is then followed by a metaregression analysis that uses the variation in outcomes across different interventions and intervention characteristics.
Two impact measures are used: (1) whether a given intervention had a positive
significant impact on (paid) employment, firm ownership (start or continuation) or
self-employment, where we consider significance at the 10 percent significance
level; and (2) the standardized mean difference (SMD) or the risk ratio. Standardized mean differences express the size of the impact in terms of standard deviations of the distribution of the outcome measure in the control group. If the outcome is a binary outcome such as ‘having set up a firm or not’ we use the risk
ratio. In those studies where such impact measurements were not directly provided we computed them ourselves. However, some studies do not provide all the
necessary information (in fact the large majority), in these cases we based the
estimate just on the reported t-values of the impact and the sample sizes of treatment and control groups using the formulas given in Lipsey and Wilson (2001).
Using different computation methods on the one hand reduces a bit the comparability of the estimates, on the other hand it limits the number of studies for which
no effect size can be computed. Yet, measured impacts will still differ in terms of
the temporal horizon they refer to and of course in the cost that is necessary to
produce a particular change in the outcome, i.e. the standardized mean differences and the risk ratio say nothing regarding cost-effectiveness. Unfortunately
almost none of the studies included provided any reliable cost-effectiveness
measures. Most assessments do not even mention what the aggregate program
costs were.
For the meta-regression analysis we use alternatively just the information on positive significance or the full effect sizes (SMD and risk ratio). For the sets of estimates where we just use a binary variable taking the value one if the effect of
program i was positive significant we run a simple probit regression and explore
the variation of that binary variable across a large set of study characteristics Xi.
Hence, the model reads:
Probit(yi|xi)=ϴ(Xi’β + εi),

(1)

where Xi includes the type and characteristics of the intervention, the type of outcome measured (employment or firm ownership/self-employment), the country
context (measured by its income category), the type of firms targeted and the
evaluation design used. The last term, εi, is the error term. Since coefficients of a
probit model cannot be directly interpreted, we compute and show marginal effects, i.e. the change in the probability of success if a certain outcome is increased
by one unit while all other explanatory variables are kept at their mean. Since
many studies contribute with more than one outcome, we correct the standard
errors for within-group correlations.
We further conduct simple linear regressions, where the dependent variable is the
effect size, measured as the SMD or the risk ratio. The regression model reads:
yi = Xi’α + ηi,

(2)

On the right hand side we use the same explanatory variables as in the probit
model above (and a control whether the left-hand-side variable is the SMD or the
risk ratio). The term ηi captures the unexplained variance of y and, of course,
measurement error.
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Results of the Search

Selection of studies
The identification, documentation and management of primary studies according
to the search strategy, as specified in Annex 4, was conducted by research assistants. The software Citavi Team 3.3 was used for reference management. Inclusion criteria have been applied successively to the identified primary studies, first
to titles and abstracts and subsequently to full texts. This was done mainly by one
researcher (here and in what follows research assistants are not considered as
researchers). However, in order to minimize bias, a second researcher randomly
double-screened about a quarter of the studies that had been excluded by the first
researcher, applying the above specified inclusion criteria. There were virtually no
discrepancies in judgment for this sample of studies. Moreover, unclear cases
were screened additionally by the second researcher, and where necessary, a
conclusion was reached through discussion.
Database search
The first step of the search strategy, combining sets of search terms referring to
the population, outcome and type of study was conducted between February 5
and February 20, 2013. This search resulted in 1200 hits (see Annex 6 for the
results of the database searches). After removing duplicates, there were still 932
records left that needed to be screened. A second search, focusing on the different
intervention categories considered in this systematic review was carried out from
8
May 13 to June 16, 2013 and resulted in 2446 hits (see Annex 7 for results). A
substantial number of these were duplicates, so that after removing them there
remained 1343 records to screen.
We then merged the results of both database searches, which together amounted
to 2275 hits. Again, duplicates had to be removed so that the final sample included
1928 records. These records were screened successively, applying inclusion criteria, in a first step, to titles and abstracts only. Thereby, already about 85 percent of
studies could be excluded. A common reason for early exclusion of studies was
that they did not focus on low and middle income countries. In addition, although
many were concerned with SMEs or smaller enterprise, these were no impact
evaluations and typically did not document any changes in the outcomes relevant
for this review. Obviously, a non-negligible part of the papers was also totally off
topic.
The whole procedure left about 300 studies for full text screening. Out of these,
four records could not be obtained in full text. However, further cross-checks suggested that they were, with a very high probability, irrelevant for the purpose of this
review. We further decided to definitely exclude studies that had been conducted
before 1990 as up to this point we had not yet identified a single study for inclusion
that had been conducted before that date. There were furthermore 15 impact evaluations, which we identified from the databases of impact evaluations maintained
by 3ie and J-Pal that were still ongoing. For all remaining papers the final decision
on inclusion or exclusion was always based on the full text of the study. There was

8 Note that for the second search we did not
search ILO’s Labordoc anymore. This was because
for the outcome based search this database turned
out to be very cumbersome without leading to any
relevant results, in terms of included studies
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one study that was judged highly relevant based on the abstract, but the study
could not be obtained. Finally, 34 studies were included from the database search.
Website screening
The screening of websites of key donors and funders of MSME interventions, as
well as research institutions resulted in one further study that was included.
Hand-searches of key journals
In addition to the database search and website screening, a number of relevant
academic journals were searched for studies to be included. This enabled us to
identify three more studies to be included.
Literature snowballing
Literature snowballing of the World Bank World Development Report 2013 and
other (systematic) reviews resulted in four more records that were included (see
Annex 4 for a detailed list of those reviews).
Other
Two studies that were included in the review were retrieved from other sources.
They were already known to the authors.
Reference screening
The references of included studies were thoroughly screened, resulting in ten
more studies to be included in the review.
Figure 7: Search Flow Diagram

Contacting key researchers and experts
Through the databases of impact evaluations maintained by 3ie, J-Pal, the ILO’s
Youth Employment Inventory and the website screening overall we identified 21
ongoing impact evaluations that seemed potentially relevant for our review. We
hence contacted the authors in order to see whether any preliminary results were
already available.
As of February 15, 2014 we had received information on the status of five ongoing
impact evaluations. None of these however were in a stage in which any findings
could already be included in our review.
Furthermore, we contacted key researchers and provided them with a preliminary
list of included studies as of September 9, 2013, asking whether they were aware
of any further studies that met our inclusion criteria that we should include in the
review. We received answers from three researchers as of February 15, 2014.
This exercise resulted in no further study to be included in the review.
Altogether, this comprehensive search process hence led to a final sample of 54
studies included in this review.
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Short characterization of included studies
Population and context
The 54 studies included in this review cover a wide range of countries from all
major world regions. The majority of studies focus on Latin America. Interestingly,
the share of studies that have been conducted in Sub-Saharan Africa is larger than
expected, but it still constitutes only a small evidence base, given that employment
creation is a major preoccupation and considerable amounts of foreign aid are
spent on private sector development in that region.
Most studies have been conducted in upper middle income countries (32) and
lower middle income countries (15). Only 7 studies took place in low income countries. The majority of the studies focus on micro-enterprises (with up to five employees). In this category we also included studies that target individuals and
households with the aim of creating new micro-enterprises or enhancing selfemployment. A total of 36 studies fall into this group. Another 18 studies target
larger firms, which could be categorized as small and medium sized enterprises.
These are generally already established and mostly formalized enterprises.
Table 4: Included studies by region

Latin America & Caribbean

26

Sub-Saharan Africa

8

South Asia

7

East Asia & Pacific

6

Europe & Central Asia

5

Middle East & North Africa

2

Source: Own representation.

Interventions
Most of the studies in our sample analyze interventions that aim to remove credit
constraints of micro-, small and medium sized firms (26). All but two of them imply
the provision of capital, either in form of micro- and larger loans or through the
provision of cash- and in-kind grants. Some of the studies do not assess the impact of providing the loan directly, but rather the effect of offering micro-credit
schemes and bank opening in regions where these services had not or only to
some extent been available previously. Some of the interventions focusing on
access to finance are also combined with other interventions. In most cases these
are entrepreneurship training interventions. For the sake of completeness such
interventions are analyzed in both groups, finance and entrepreneurship training.
The sample of studies focusing on entrepreneurship training includes 20 studies.
The interventions covered are somewhat diverse in that they consist of general
business and financial literacy trainings, as well as more customized and specialized support, or even vocational training with the aim of developing these skills for
self-employment. They also differ regarding the duration of the treatment and sophistication of training content. Nevertheless, the sample of studies is very homogenous with regard to the size of the enterprises that were targeted. With one
exception, the studies in this area all focus on existing micro-enterprises or households and individuals who are intended to start an entrepreneurial activity.
For the other categories, the samples of included studies are all relatively small.
There are six studies in the area of business development services. The interventions analyzed in these studies are very heterogeneous, they include such diverse
things as counseling, supplier development, product and process innovation and
the provision of working premises. We identified only one relevant study related to
research and development (Benavente et al. 2007). Since the intervention evaluated in this study had many features of business development in general, we de-
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cided to review the study together with the five other studies we had identified in
the area of business development services.
The studies focusing on private sector incentive schemes to enhance employment
all rely on wage incentives. Overall we found four relevant studies to be included in
this review. Three of them assess the impact of wage subsidies on MSMEs, while
one study looks at the effect of minimum wage legislations. Finally, we identified
five studies that assess interventions falling into the category of improvements to
the business environment. These studies all deal with interventions to achieve
formalization of MSMEs and the impact of formalization on employment creation.
Outcomes and impacts
As set out before, we included studies that assessed the impact of interventions
relevant to MSMEs on either changes in employment levels in these enterprises,
or the creation of new enterprises, including becoming self-employed. There are
also studies that assess the impact on both outcomes. We did not explicitly consider firm survival as only view studies provide results for this outcome. Some
studies compare effects of more than one intervention, for instance when they
assess stand-alone interventions as well as the combination of different types of
interventions. And there are furthermore some studies that assess the effect at
different points in time, leading to short-term, long-term and sometimes also medium-term estimates. In consequence we have more impact observations than studies in our sample. From the 54 studies we included in this review, we have a total
of 116 impact estimates, which we will consider for the meta-regression analysis.
For the descriptive analysis below, however, we decided not to double-count impact estimates if they were measured at different points in time. Hence, whenever
a study provided impact estimates for different time horizons, we considered the
effect given for the longest time horizon. This results in a sample of 98 impact
estimates. Most of them (61) represent the impact on employment in treated firms.
Almost 40 percent (37) express the effect on business creation and selfemployment.
Study design and methods applied
Of the 54 studies that are included in this review, 28 studies employ quasiexperimental designs, while 26 studies are based on randomized controlled trials.
RCTs are especially relevant for impact evaluations in the area of entrepreneurship training and finance. Only one fourth of the studies that evaluate the impact of
entrepreneurship training use a quasi-experimental design. Studies that assess
finance interventions are divided relatively evenly across different study designs,
with 13 studies employing a quasi-experimental design and another 13 an RCT.
Within the group of RCTs, the studies focus exclusively on micro-enterprises and
potential entrepreneurs. Note that this is also the case for the entrepreneurship
training interventions. The RCTs all emerged recently, and a number of studies are
even ongoing at this moment. This shows the high interest in credibly establishing
the impact of popular interventions such as micro-finance, as well as increasing
possibilities to conduct such experiments in this field. Studies included in the areas
of business development services, wage subsidies, and business environment
almost exclusively rely on quasi-experimental designs such as difference-indifference, propensity score matching or instrumental variables estimations.
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Effectiveness

In this section we start with the presentation and discussion of the evidence on
impacts for each interventions area separately. Then we consolidate all findings
and run meta-regressions to tease out more systematically some of the main success factors. As far as the information provided in the reviewed studies allows, the
discussion refers back to the theories of change presented in Section 4.2 in order
to explain why some interventions seem more promising than others or why some
interventions seem to work in some contexts but not in others. Yet, as will be seen,
many impact assessments are rather silent about the underlying causal mechanisms.

Access to finance
The search identified 26 studies that investigate the impact of finance on employment and/or the creation (and destruction) of enterprises. The key characteristics
of these studies and their main results are documented in Table 5. Although all
studies examine interventions aimed at remedying capital constraints faced by
MSMEs via the provision of capital, the analyzed interventions differ quite significantly in the way they try to achieve this goal. The most frequently analyzed intervention is (micro-)credit (20 studies), followed by conditional or unconditional cashor in-kind-grants (4 studies) and others (2 studies) that just introduce changes to
existing credit schemes, such as Field et al. (2011), who evaluate the extension of
the period until the first repayment is due and de Mel et al. (2013b) who provide
savings incentives. Some interventions are stand-alone interventions, whereas
others are combined with entrepreneurship training or other interventions with a
completely different scope. This is for instance the case in the study of Tarozzi et
al. (2013), where micro-credit is combined with family planning services.
Furthermore, the interventions analyzed in these studies also target different types
of enterprises. Whereas some interventions provide capital to potentially creditconstrained households for the creation of new micro-businesses, other interventions target existing enterprises, either very small household businesses (i.e. micro-enterprises with up to five employees), or larger enterprises (small to medium
sized firms), which are already formalized, with the aim of expanding these businesses. It is important to keep that in mind when analyzing the results on the effectiveness of the respective interventions, since these different types of enterprises and entrepreneurs may differ with respect to certain characteristics that matter
for the success of the intervention.
The micro-credit interventions typically provide loans in the order of USD 100 to
about USD 2,000, either via group-lending schemes or through individual liability.
No exact information on the loan sizes provided by public credit lines targeted at
small and medium sized firms is given. Nevertheless, they can be assumed to be
substantially higher than micro-credit loans. The grants interventions lie in the
range of USD 100 to USD 130. Furthermore, grants are provided only as temporary interventions whereas most (micro-)credit programs are ongoing. This may
matter for the response of beneficiaries to the “treatment” that is offered.
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Table 5: Overview of included studies – Finance interventions
Ref.

Intervention

Job
priority

Country

Size of Enterprises Targeted

Women
targeted

Study Design

Length of follow-up

Program effect(s)

Access to finance interventions
Angelucci et al.
(2013)

Micro-credit, joint-liability, stand-alone, targeted at women that have a business or self-employment activity or
intend to start one.

yes

Mexico (urban, periurban, and rural)

Micro

yes

RCT

up to three years; on average 26
months

Arraíz et al.
(2012)

Government-backed partial credit guarantees for Colombian MSMEs without enough collateral, stand-alone.

yes

Colombia (national)

Small and
medium

no

Quasi-experimental:
PSM + DID

up to two years

Attanasio et al.
(2011)

Small loans; two different treatments: group-lending and
individual loans, stand-alone.

yes

Mongolia (rural)

Micro

yes

RCT

1.5 years

BC: insignificant
E: insignificant
E – current yr: positive
E – 1 yr after: positive
E – 2 yrs after: positive

Augsburg et al.
(2012)

Individual-liability micro-credit to ‘marginal’ borrowers, i.e.
loan applicants who would otherwise be excluded from
loans because of a lack of collateral., stand-alone.

yes

Bosnia and Herzegovina
(national)

Micro

no

RCT

14 months

BC – indiv. lending: insignificant
BC – group lending:
insignificant
female BC – indiv. lending:
insignificant
female BC – group lending: positive
BC: positive

Banerjee et al.
(2011)

Direct transfer of productive assets combined with provision of training (inoculation of savings habits and integration into micro-finance groups) to the ’ultra poor’”, particularly women.

no

India (rural West-Bengal)

Micro

yes

RCT

18 months

BC: insignificant

Banerjee et al.
(2013)

Group-liability micro-credit loans ranging between $200
at market exchange rates (or $1,000 at PPP-adjusted
exchange rates) $400, stand-alone and targeted to
women and the poor, but not the very poor.

no

India (Hyderabad)

Micro

yes

RCT

3 to 3.5 years

Barnes (2001)

Group-liability micro-credit, accompanied by an orientation session that teaches sound business management
practices and loan officers provide management advice.

yes

Zimbabwe (urban)

Micro

no

Quasi-experimental:
Matching

2 years

Blattman et al.
(2012)

Nearly unconditional, unsupervised group cash transfers
to pay for vocational training, tools, and business start-up
costs, stand-alone, targeted at the poor and underemployed youth.

no

Uganda (Northern
Region)

Micro

no

RCT

2 years

Bruhn and Love
(2009)

Opening of Banco Azteca in pre-existing stores for
electronics and household goods, offering a variety of
financial services for low and middle-income customers,
previously underserved by the traditional banking industry.

yes

Mexico (national)

Micro

no

Quasi-experimental:
DID

up to 9 quarters

Target group: Relatively poor women in rural areas
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E –short term: insignificant
E – long term: insignificant
BC – short term: insignificant
BC – long term: insignificant
E: insignificant

E – males: significant
E – females: negative

BC: positive
E: insignificant

Crepón et al.
(2011)

Micro-credit, joint-liability, as well as individual-liability
targeted at existing enterprises.

no

Morocco (rural/semiurban)

Micro

no

RCT

2 years

E: insignificant
BC: insignificant

Da Silva et al.
(2006)

Constitutional financing funds, stand-alone

yes

Brazil (North/North-East)

Small and
medium

no

Quasi-experimental:
PSM

3 years

E – program 1: positive
E – program 2: positive

De Mel et al.
(2013b)

Three different interventions: (1) a subsidized savings
program, (2) temporary wage subsidies to incentivize
hiring additional employees, and (3) a five-day training
program based on the ILO’s Improve Your Business (IYB)
program, provided jointly (combination of two of these
interventions) as well as stand-alone to male-owned
enterprises with two or fewer paid employees.

yes

Sri Lanka (urban)

Micro

no

RCT

up to 2 years

E- F: insignificant
E – F+T: insignificant
E – F+WS: positive

DeNegri et al.
(2011)

Public credit lines, stand-alone.

yes

Brazil (national)

Mostly small and
medium

no

Quasi-experimental:
DID

up to 5 years

E – short term: positive
E – long term: positive

Eshetu et al.
(2013)

Joint intervention: enabling legal framework and streamlining regulatory conditions as well as specific support
services (financial and business development services
including a credit and saving scheme trainings, technology transfer, counseling, provision of working premises
etc.

yes

Ethiopia (urban Dire
Dawa)

Micro

no

Quasi-experimental:
PSM

up to 6 years

E: positive

Eslava et al.
(2012)

Public credit lines, stand-alone.

yes

Colombia (national)

Small and
medium

no

Quasi-experimental:
DID and PSM

up to 4 years

E: positive

Field et al.
(2011)

Introduction of a grace period of two months for the
initiation of the repayment of micro-loans. Normally
repayments start after two weeks.

no

India (Kolkata)

Micro

yes

RCT

3 years

Gubert and
Roubaud (2011)

Individual-liability loans averaging €500 for urban microbusinesses and longer-term loans (from 24 to 36 months)
to small and medium-sized enterprises (SMEs) averaging
€ 8,000 euros.

no

Madagascar (urban)

Micro

no

Quasi-experimental:
Matching

up to 4 years

Kaboski and
Townsend
(2005)

Village-level (micro-finance) institutions: (1) Production
micro-credit groups; (2) Rice bank; (3) Women’s group;
(4) Buffalo banks.

no

Thailand (rural/semiurban North-East and
Central)

Micro

no

Quasi-experimental:
IV

unclear

Karlan et al.
(2012)

Two types of interventions: (1) specific management
consulting services and (2) unconditional cash grant of
approximately US $133- Provided stand-alone as well as
jointly to tailors and seamstresses.

no

Ghana (urban)

Micro

no

RCT

up to 11 months after the consulting stopped and 14 months
after the capital drops

Karlan and
Zinman (2011)

Individual liability micro-credit, loans ranging from 5,000
to 25,000 pesos for existing enterprises, stand-alone.

yes

Philippines (two provinces and capital region)

Micro

no

RCT

11-22months

E:negative
BC: negative

Kondo et al.
(2008)

Group-liability micro-credit, stand-alone.

no

Philippines (national)

Micro

no

Quasi-experimental:
DID

3 to 5 years

BC: positive
E: positive

Target group: firms in the northeastern region of Brazil, in
particular SMEs
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BC: insignificant
E: insignificant
E: insignificant

BC: insignificant

E – F: insignificant
E – F+T: insignificant

Macours et al.
(2012)

CCT complemented either by vocational training or a
productive investment grant targeted at rural households.

no

Nicaragua (rural)

Micro

no

RCT

2 years

Nelson (2011)

Large-scale, publicly-funded micro-finance initiative that
helped to set-up and to support independent village
banks.

yes

Thailand (rural/semiurban North-East and
Central)

Micro and small

no

Quasi-experimental:
IV

up to 6 years

Resende (2012)

Constitutional Financing Funds: Loans at subsidized
interest rates, stand-alone, targeted at micro- and small
rural and industrial producers.

yes

Brazil (North/North-East)

Small and
medium

no

Quasi-experimental:
Matching

up to 6 years

Tan (2009)

Seven different matching grants and credit programs and
two other, open-ended, residual programs.

yes

Chile (national)

Small and
medium

no

Quasi-experimental:
DID + PSM

up to 10 years

Tarozzi et al.
(2013)

Joint-liability micro-credit, combined with family planning
program

yes

Ethiopia (rural)

Micro

no

RCT

up to 2 years

Note: Significance level used: 10%.
Source: Own computations based on information made available by the evaluations.
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BC: positive

BC – low wealth: negative
BC – middle wealth:
positive
BC – high wealth: insignificant
E – 3yr period: positive
E – 6yr period: positive
E – techn. Assistance
(BDS): insignificant
E – cluster formation
(BDS): insignificant
E – technology dev.
(BDS): insignificant
E –any BDS: positive
BC – Oromiya:
insignificant
BC – Amhara: insignificant

Table 6 below shows the distribution of studies by type of intervention and region.
The majority of studies focus on Latin America and the Caribbean. Even if a considerable share of studies has been conducted in Asia and Sub-Saharan Africa,
most research is on middle income countries (11 studies focus on upper middle
income countries, while 10 on lower middle income countries). Only five studies
have been conducted in a low income country context. Overall the effect of these
interventions is very mixed; this may not surprise given the heterogeneity of these
studies, not only in terms of type of interventions, but also in terms of country context, target group and method of assessment.
Table 6: Distribution of studies by region and type of finance intervention

Grant

(Micro-)
Credit

Other
finance

Total

Europe

1

1

MENA

1

1

Plus
compl.
services

SSA

2

4

6

4

LAC

1

8

9

1

Asia

1

6

2

9

2

Total

4

20

2

26

7

Source: Own computations.

Since some studies focus on both, employment and enterprise creation, or analyze the impact of stand-alone as well as joint interventions, we have more impact
observation points than studies. In total, from the studies included in this section,
we extracted 45 impact estimates for the analysis. Overall there are 16 statistically
significant positive treatment effects on employment and business creation,
whereas 27 treatment effects are found to be insignificant and two are statistically
significant negative. For each evaluation the corresponding impacts (direction and
significance) are shown in Table 5. As explained in Section 5 we also computed
standardized mean effect sizes (or risk ratios) that are comparable across different
types of interventions. The distribution of them is shown in Table 7. The generally
small, and often statistically insignificant, effects reflect of course also the often
very low power of these evaluations. In some studies power is further reduced by
rather low program take-up rates. The two statistically significant negative treatment effects come from the same study (see Karlan and Zinman, 2011). The authors acknowledge that the finding that the micro-credit intervention under study
led to less paid employment in existing micro-enterprises as well as less enterprises owned by beneficiary households is surprising, but do not further discuss the
possible reasons for this result.
Table 7: Distribution of standardized effect sizes – Finance interventions

Count

Share (%)

Negative effect size (<0)

13

23.2

Small effect size (>0, <0.2)

33

58.9

Medium effect size (>0.2, <0.5)

9

16.1

Large effect size (>0.5, <1)

1

1.8

Total

56

100

Note: Significance level used: 10%.

Source: Own computations based on information made available by the evaluations.
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A striking finding is that among those 27 impact estimates that are not statistically
significant, 19 are based on an RCT (see Table 8). This is much more than among
the effects which are statistically significant positive (5). This may on the one hand
imply that among the studies based on quasi-experimental designs at least some
do not succeed in eliminating the selection bias entirely on the other hand they
often rely on larger samples and less heterogeneous firms which increases the
power of these analyses and hence the probability to detect significant effects. The
quasi-experimental studies typically use a difference-in-difference design and/or a
matching approach. In particular the latter seems often quite problematic, as selfselection is typically strong for credit programs and plausibly related to variables
that are usually unobserved. Selection occurs on the side of the entrepreneurs and
on the side of the financial institution that provides the loan. Augsburg et al. (2012)
for instance find evidence that loan officers are able to identify borrowers with less
risk of default, using information that is typically hard to observe through survey
questions.
Table 8: Significance of treatment effects by study design

Study Design
RCT
Not significant:
Pos. signif.
Neg. signif.

27
16
2

19
5
2

QuasiExperim.
8
11
0

Total

45

26

19

Source: Own computations based on information made available by the evaluations.

However, there are also other reasons, why the evaluations based on RCTs may
systematically come to different conclusions regarding the effectiveness of finance
interventions as compared to quasi-experimental evaluations. Investigating the
included RCTs in more detail also shows that the RCTs focus much more frequently on small micro-credit programs, very poor areas and very specific target groups,
as compared to evaluations based on quasi-experimental designs. The programs
that are typically evaluated within an RCT design in most cases target individuals
or households who are not necessarily entrepreneurs. Often they do not have any
experience in managing a firm, hence what these programs typically achieve is
enhancing the set-up of subsistence activities instead of further expanding existing
firms (see for instance Attanasio et al., 2011; Banerjee et al., 2013; Karlan et al.,
2012). The success cases are more concentrated in (upper) middle income countries rather than low income countries. Here the focus, however, is mainly on small
to medium sized firms that are already established, and not micro-credit programs
but rather larger scale public credit lines and guarantee schemes. All this may
explain why RCTs find finance interventions to be less effective in increasing employment, as compared to evaluations based on quasi-experimental designs.
Hence, since RCTs are typically applied in very specific cases, the external validity
is often limited.
Although the findings regarding the employment effects of finance interventions
are disappointing, with most impact estimates being insignificant, this does not
necessarily imply that such interventions are ineffective at all. Employment generation is typically not a primary objective of most micro-credit programs. Very
frequently rather income stabilization seems to be the major intention. Analyzing
the sample of studies along the causal chain, reveals that such interventions may
indeed rather have an impact on intermediate outcomes.
We screened the 26 studies included here for information regarding the impact on
investment, labor supply, productivity, output, sales, revenues and profits. The
findings are summarized in Box 1. They are obviously selective, as not all studies
explore the same intermediate outcomes. Overall the evidence suggests that the
average entrepreneur uses the intervention to inject capital into the business.
However, there is some indication that this is mainly done in form of investment in
inventories and working capital. The evidence on labor supply of micro-enterprise
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owners and their household members is inconclusive. Some of these interventions
show at least significant impacts on sales and revenues, but this is not true in
general. Overall, this further explains the lack of any substantial impact of the
finance interventions considered here on enterprise profits, though there is some
evidence that the interventions are more successful for already established and
relatively profitable micro-enterprises (see Banerjee et al., 2013).
Box 1: Evidence on the impact of access to finance interventions along the causal
chain
Those studies that analyze how the credit or cash is spent find that beneficiaries often use it to
expand their business or to start a new activity (see Angelucci et al., 2013, and Attanasio et al.,
2011, Banerjee et al., 2013, Barnes, 2001, Eshetu et al.,2012). However, Karlan et al. (2012)
show that the induced effects rapidly phase out again: They find that beneficiaries who received
a capital grant invested significantly more in their businesses than the control group, but the
effect was only significant two months after the grant was disbursed and a year later the grant
did not have an impact on investment anymore.
When different spending categories are analyzed in more detail, the studies indicate that capital
is predominantly invested in inventory and working capital and not fixed capital. De Mel et al.
(2013b) for example detect a significant effect of a savings scheme on investment in inventories, while there is no significant effect on fixed capital investment. Likewise Arraiz et al. (2012)
find that credit had no impact on capital stocks and suggest that firms use credit rather to increase their working capital. In some cases this seems to come together with an increase in
exports (De Negri et al., 2011).
Studies that assess the impact on labor supply find mixed results. Augsburg et al. (2012) find no
impact on labor supply when the complete household is considered but find that children and
young adults increase their labor supply in households with lower education or businesses
before the intervention. Banerjee et al. 2013 find that adults increase their labor supply in the
household business and likewise Blattman et al. (2012) detect a positive impact on hours
worked in market-activities, which also includes business activities. Crepón et al. (2011), De
Mel et al. (2013b) and Karlan et al. (2012) however do not find any impact on labor supply.
A few studies assess the impact on productivity. The majority focuses on small and medium
sized enterprises. Overall it appears that finance interventions do not affect productivity of
established enterprises. Five out of six evaluations do not detect any impact on productivity
(see Arraiz et al., 2012, De Negri et al., 2011, Gubert and Roubaud, 2011, Resende, 2012, and
Tan, 2012). It is however important to note, as De Negri et al. (2011) rightly point out, that this
lack of impact might also be due to the fact that labor productivity is often proxied by real wages, which are more rigid than actual productivity.
Two studies assess the impact of finance interventions on actual output. These studies focus on
SMEs and overall observe a positive effect on output (see Arraíz et al., 2012, and Eslava et al.,
2012). Gubert and Roubaud (2011) also find a positive impact on production and value added.
In several studies business performance is also measured through sales. The evidence here is
inconclusive. While Crepón et al. (2011), Karlan and Zinman (2011) and Tan (2009) find no
impact on sales, De Mel et al. (2013b) find that a savings program had a large and statistically
significant effect on sales, an impact also found by Eshetu et al. (2013). However, De Mel et al.
(2013b) see this effect only in the short run; by the last survey round it has already dissipated.
When revenues and business expenditures are considered, Banerjee et al. (2011) and Karlan et
al. (2012), as well as Nelson (2011) find no impact. Tarozzi et al. (2013) do not find an effect on
revenues in one of the two study regions considered, but a large impact in the other. However,
Gubert and Roubaud (2011) estimate a positive impact on turnover and gross surplus and also
Angelucci et al. (2013) see an increase of revenues as a result of the intervention evaluated.
They find notwithstanding that expenditures increase by similar amounts.
Finally, regarding business profits the majority of studies does not detect an impact (see Angelucci et al., 2013, Augsburg et al., 2012, Barnes, 2011, Crepón et al., 2011, De Mel et al.,
2013b, Karlan and Zinman, 2011, and Nelson, 2011). Karlan et al. (2012) find that a capital
grant even lowered profits, while Banerjee et al. (2013) detect a positive impact on profits only
for existing, relatively larger and the most profitable microbusinesses. According to Banerjee et
al. (2013) a positive and significant increase in profits for the upper tail of businesses is also
found in three other studies that evaluated similar interventions. Only Marcours et al. (2012) find
that a productive investment grant resulted in higher profits from non-agricultural selfemployment activities that are substantial even two years after the end of the intervention.
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Another reason for failure might be the size of loans. The investments that are
made as a result of these programs are often not large enough that they would
immediately require additional labor to make use of it. For instance a tailor who
switches from a mechanical to an electric sewing machine may not have the need
and profitability to hire an additional worker. This is further supported by the fact
that many studies that do not find an effect on employment in micro-enterprises,
find at least an impact on business performance as measured by revenues, profits
and business investment (see Box 1). Augsburg et al. (2012) further argue that
loan sizes are even not sufficiently large to start a business. A related problem is
the typically short period until repayments set in. Field et al. (2011) for instance run
a randomized experiment where some micro-credit clients get, instead of two
weeks, a two months grace period before they have to initiate repayment. The
authors find a significant and lasting positive impact on business creation (though
not on the number of employed workers). This suggests that immediate repayment
may prevent entrepreneurs from undertaking risky investments and even irreversible investments in general, since they simply fear of not being able to repay according to the agreed contract.
Households may also face important trade-offs when deciding how to spend a
loan. Instead of investing, borrowers may rather spend the credit on health care,
education, housing improvements and so on. Thus Karlan and Zinman (2011)
suggest that micro-credit may need to be combined with detailed business planning and extraordinarily close monitoring in order to assure that it leads to increased investment in the business.
A further reason why studies do not detect any significant employment effects is
certainly also related to the generally rather short follow-up periods. It may take
time for the entrepreneur to be able to use the capital treatment effectively and
adjust accordingly in order to reap the benefits of increased investment. Most
evaluations generally assess the effect at one point in time. A notable exception is
De Mel et al. (2013b). They observe treatment effects at seven different points
over a horizon of two years. However, they conclude that positive effects on business performance arise only in the short-run, suggesting that the savings program
speeds convergence to the steady state of the businesses but has no transformative effect by changing the long-term steady state of the business itself. Finally,
while the interventions may not be able to increase profits or employment in existing enterprises, in the end, they nevertheless may have an important impact on
securing the continuation of existing businesses, thereby also contributing to employment protection.

Entrepreneurship training
There are 20 studies that assess the impact of entrepreneurship training on employment outcomes and the creation of new enterprises (see Table 9). Entrepreneurship training provided to beneficiaries varies in that it can be either general, or
specifically tailored to the businesses and difficulties of the beneficiaries. Most
evaluations assess the impact of general entrepreneurship training in the areas of
business management, accounting, financial literacy or the development of vocational skills (15 cases). Bandiera et al. (2012), for instance, analyze the provision
of vocational training in activities like hair-dressing, tailoring, computing etc. to
adolescent girls. Other examples can be found in Bruhn and Zia (2011), Calderon
et. al. (2013) and de Mel et al. (2012a), who assess interventions that provide
general business and financial education trainings to micro-credit clients and individuals interested in starting a new business. A few interventions provide more
specifically tailored assistance (4), which may come in the form of business plan
development assistance (see Klinger and Schündeln, 2011; Jaramillo and Parodi,
2003) or management consulting services focusing on problem diagnosis and
solving (see Bruhn et al., 2013). One study analyzes both, an intervention that
provides general business training to micro-entrepreneurs as well as the combination of this general training with individualized support (see Valdivia 2011). The
interventions analyzed here further vary substantially regarding their duration.
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While some training courses are delivered over a few days only (see for instance
Bruhn and Zia, 2011), others are more substantial. The business training evaluated by Valdivia (2011) for instance was delivered over twelve weeks in three sessions per week that lasted three hours each. Vocational entrepreneurship training
tends also to be more substantial in duration, varying further with the specific occupations for which the training is provided.
Looking across the studies in our sample it seems that skill constraints are believed to be more relevant for micro-enterprises or potential micro-entrepreneurs
than for already established SMEs. Most of the interventions target microenterprises with up to five employees, or aim at the creation of subsistence activities for the unemployed and specific groups at high risk of unemployment such as
the youth (see for instance Bandiera et al., 2010; Cho et al., 2010; Jaramillo and
Parodi, 2003; Steiner et al., 2010). There is only one study in our sample that
evaluates a training intervention that also targets small and medium sized enterprises (see Lopez-Acevedo and Tinajero-Bravo, 2010). Since trainees have to
have a basic level of education in order to benefit from training, many interventions
target individuals with above-average educational skills.
Often entrepreneurship training interventions, especially when intended for business start-ups, are delivered jointly with start-up finance, indicating that skill constraints are typically not assumed to exist in isolation. For instance, many interventions that intend to teach how to develop a business plan eventually also provide
start-up capital for the most viable business ideas (see Klinger and Schündeln,
2011; Jaramillo and Parodi, 2003). Likewise, business and financial education
interventions are often added to existing micro-credit interventions (see for instance Bruhn and Zia, 2011; Giné and Mansuri, 2011; Karlan and Valdivia, 2011).
The sample of included studies covers all major world regions, with the majority of
studies, focusing on Latin America and the Caribbean (11 studies). Four studies
analyze training interventions in South Asian countries, two in European upper
middle income countries, two in Sub-Saharan Africa and one in North Africa.
Most of the evaluations are based on RCTs (15) and only five employ a quasiexperimental design. From those impact evaluations we have a total of 28 treatment effects (see Table 9). There is mixed evidence regarding the effectiveness of
the interventions. Out of the 28 treatment effects, 11 are positive significant, while
17 are insignificant. As for finance interventions, low statistical power of many
evaluations is probably partly causing the large number of null results. The distribution of standardized effect sizes is shown Table 10.
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Table 9: Overview of included studies – Entrepreneurship training
E – 1st yr: positive
E – 2nd yr: positive
rd
E – 3 yr: positive

Bah et al. (2011)

Financial and/or technical assistance analyzed jointly.

yes

Macedonia (national)

Mostly micro and small

no

Quasiexperimental:
matching

up to 3 years

Bandiera et al.
(2012)

Joint intervention that simultaneously provides: (1)
vocational training to run/start small-scale enterprises;
and (2) information on health and risky behaviors. Courses are supplemented by financial literacy courses and
targeted at adolescent girls aged 14-20.

yes

Uganda (rural, urban and
semi-urban)

Micro; target group not
necessarily existing
entrepreneurs

yes

RCT

2 years

Banerjee et al.
(2011)

Direct transfer of productive assets combined with provision of training (inoculation of savings habits and integration into microf-inance groups) to the ’ultra poor‘, particularly women.

no

India (rural West-Bengal)

Micro; target group not
necessarily existing
entrepreneurs

yes

RCT

18 months

BC: insignificant

Bruhn and Zia
(2011)

Three-day business and financial education training for
micro-credit clients.

yes

Bosnia and Herzegovina
(urban)

Micro

no

RCT

6 months

E: insignificant
BC: insignificant

Bruhn et al. (2013)

Subsidized consulting and mentoring services for owners/managers of formal businesses. Consultants were
asked to (1) diagnose the problems that prevented the
enterprises from growing, (2) suggest solutions and (3)
assist in implementing the solutions.

no

Mexico (Puebla)

Mostly micro and small

no

RCT

up to one year (short term)
and between 1-3 years
(long term)

E – short term: insignificant
E – long term: positive

Calderon et al.
(2013)

Stand-alone basic business training provided at no cost,
focusing on the application of the concept discussed in
class on the participants’ businesses. Target group:
small, female headed firms in the retail and production
sector

no

Mexico (rural)

Micro

yes

RCT

up to 1 year (short term
effects) and about 2.5 years
(medium term effects)

E – below median profit:
insignificant
E – above median profit:
insignificant

Cho et al. (2012)

Vocational training apprenticeship combined with entrepreneurial support and life skills training and, in some
cases, start-up capital.
Target group: vulnerable youth who are poor, orphaned,
HIV/AIDS vulnerable, school dropouts.

yes

Malawi (national)

Micro; target group not
necessarily existing
entrepreneurs

no

RCT

4 months

De Mel (2013b)

Three different interventions: (1) a subsidized savings
program, (2) temporary wage subsidies to incentivize
hiring additional employees, and (3) a five-day training
program based on the ILO’s Improve Your Business (IYB)
program, provided jointly (combination of two of these
interventions) as well as stand-alone to male-owned
enterprises with 2 or fewer paid employees.

yes

Sri Lanka (urban)

Micro

no

RCT

up to 2 years
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BC: positive

BC: insignificant

E – T: insignificant
E – T+F: insignificant
E – T+WS: positive

De Mel et al. (2012)

ILO’s ’Start-and-Improve Your Business program‘ provided to female current as well as potential business owners.

yes

Sri Lanka (urban)

Micro

yes

RCT

2 years

Mostly micro

no

RCT

1 to 2 years

BC – T – short term:
positive
BC – T – long term: insignificant
BC – T+F – short term:
positive
BC – T+F – long term:
insignificant
E: insignificant

Drexler et al.
(2013)

Two different stand-alone training interventions: (1)
Standard accounting training, and (2) rule-of-thumb
training, which taught participants simple rules for financial decision making. Target group: micro-entrepreneurs
interested in training.

no

Dominican Republic (urban)

Galasso et al.
(2004)

Vouchers that entitled to hire an employee at a subsidized wage for 18 months. In a variant of that intervention
employees received special skill training.

yes

Argentina (urban)

Micro

no

RCT

18 months

BC: positive

Giné and Mansuri
(2011)

Hands-on business training based on the ILO’s ’Know
About Business‘ modules was added to micro-finance. In
addition, one-on-one follow-up training sessions and
beneficiaries had the opportunity to participate in a lottery
for a loan up to seven times the average loan size.

no

Micro

no

RCT

18 months after training
and 6 months after loan
lottery

BC – beneficiary involved:
insignificant
BC – beneficiary not
involved: insignificant

Jaramillo and
Parodi (2003)

Two different programs providing training and finance to
low-income/poor youth (18-25 years) either already
owning a micro-enterprise or interested in establishing
one. Focus was on business plan development.

yes

Peru (urban)

Micro; not necessarily
existing entrepreneurs

no

Quasiexperimental: PSM

3 months (CID program)
and 11 months (‘JUMP’
program)

E – CID: positive
BC – JUMP: positive

Karlan and Valdivia
(2011)

Training is added to micro-credit program. The training
included general business skills and strategy training, not
client-specific problem solving. Target group: female
micro-entrepreneurs who are micro-credit clients.

yes

Peru (regional)

Micro

yes

RCT

up to 2 years

E: insignificant
BC: insignificant

Klinger and Schündeln (2011)

Multi-phased business plan competition

yes

El Salvador, Guatemala and
Nicaragua (within-country
distribution unclear)

Micro and small; not
necessarily existing
entrepreneurs

no

Quasiexperimental: RDD

1 to 3 years

BC: positive

Lopez-Acevedo
and Tinajero-Bravo
(2010)

Subsidies for SMEs to (1) hire independent instructors to
design and deliver training, and (2) to reduce the costs of
producing training materials, developing training programs, and assessing workers’ skills based on labor
competency standards.

yes

Mexico (national)

Mostly medium size

no

Quasiexperimental: PSM

up to 5 years

E: negative

Macours et al.
(2012)

CCT complemented either by vocational training or a
productive investment grant.

no

Nicaragua (rural)

Micro; not necessarily
existing entrepreneurs

no

RCT

2 years

BC: positive

Pakistan (rural)

Target group: Rural households
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Premand et al.
(2012)

Introduction of an innovative entrepreneurship track in
the university curriculum, including entrepreneurship
courses, external private sector coaching delivered by
entrepreneurs, and business plan development. Target
group: University students.

yes

Tunisia (national)

Micro; not necessarily
existing entrepreneurs

no

RCT

up to 1 year

BC: positive

Steiner et al. (2010)

Stand-alone business training program promoting productive activities in the agricultural sector; and agroindustrial sector, as well as in services and industry and
targeted at the unemployed youth (16-25) in rural and
remote areas.

no

Colombia (rural)

Micro; not necessarily
existing entrepreneurs

no

Quasiexperimental: PSM
and DID

about 1 year

BC: significant

Valdivia (2011)

Stand-alone training (general and individualized). There
were two different treatments: (1) Regular business
training consisting of personal development, business
development and management and productivity improvements; and (2) Additional individualized support in
the form of technical assistance (TA) Target group:
Female micro-entrepreneurs in Lima.

Micro

yes

RCT

10 months

no

Peru (urban)

Note: Significance level used: 10%.
Source: Own computations based on information made available by the evaluations.
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BC – general training:
insignificant
BC – general + specific
training: insignificant

Roughly 60 percent of all evaluations focus on the creation of new enterprises and
self-employment as an outcome (16) whereas the remaining studies focus on
outcomes capturing changes in employment (12).
Table 10: Distribution of standardized effect sizes – Entrepreneurship training

Count

Share (%)

Negative effect size (<0)

8

21.6

Small effect size (>0, <0.2)

17

45.9

Medium effect size (>0.2, <0.5)

5

13.5

Large effect size (>0.5, <1)

7

18.9

Total

37

100

Source: Own computations based on information made available by the evaluations.

Looking across the included studies the following success factors emerge. Among
those eleven treatment effects that are statistically significant and positive, the
majority (7) represent the impact on business creation (see Table 11). Entrepreneurship training hence might be more important for the promotion of the start-up
of a new business than for the expansion of existing micro-businesses. Since
many interventions that aim at business start-up often also include some form of
financial assistance, it is difficult to isolate the effect of the training. De Mel et al.
(2012) for instance find the combination of a cash-grant with entrepreneurship
training to be especially successful, also because it led to the creation of more
9
successful businesses. It further appears that entrepreneurship training needs to
be substantial and specific in order to be effective. The consulting and mentoring
services analyzed by Bruhn et al. (2013) eventually led to increases in the number
of employees of treated businesses. These services were provided to beneficiary
enterprises over a period of one year, in weekly four-hour consulting sessions.
Likewise, Premand et al. (2012) find positive treatment effects of an intervention
that is provided over a period of one semester.
Table 11: Significance of treatment effects by outcome

Outcome
Employment

Note: Significance level used: 10%.

Not significant:

17

8

Business
Creation
9

Pos. significant

11

4

7

Total

28

12

16

Source: Own computations based on information made available by the evaluations.

9 See also Box 2 for a short review of the Sri Lanka
Microenterprise Survey Project..
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Box 2: The Sri Lanka Micro-enterprise Survey Project

Suresh De Mel, David McKenzie and Christopher Woodruff implemented a unique project
in which about 600 urban microenterprises located in the districts of Kalutara, Galle and
Matara were surveyed up to 13 times between April 2005 and December 2010. Although
the initial objective was to measure the recovery of enterprises following the 2004 Asian
tsunami, the core of the project was a randomized controlled trial intended to investigate
whether capital injections of USD 100 or USD 200 – in-kind or in cash – would have
permanent impacts on enterprise performance (De Mel et al., 2008). In 2008 the project
activities were expanded to other areas in Greater Colombo and Kandy, a medium-sized
city in central Sri Lanka. The project extensions included randomized experiments on
incentives and support to formalize, business training, wage subsidies and subsidized
savings (and combinations of these). Again treatment and control households were interviewed several times up to 2012 allowing estimating the short and longer term impacts of
these interventions. The authors included in their surveys a large range of intermediate
and final outcomes, including investment, employment, firm creation and firm survival.
The project is unique in a sense that it allows to compare the effectiveness of various
interventions over a constant group of entrepreneurs. The most striking finding is that
none of the interventions had any substantial and lasting impact on employment. The
cash grants were effective, at least for men, as they led on average to an increased
capital stock and higher profits (even once the payments stopped), but firms did not hire
workers in larger numbers following these, only firm survival rates increased (De Mel et
al., 2008, 2009, 2013b). Enrolling entrepreneurs in the International Labour Organization’s 5-days “Improve your business” (IYB) program led to improvements in business
practice but did again not induce sustained growth (De Mel et al., 2012a, 2013b). However, wage subsidies in combination with either savings incentives or the training component had at least for men a moderate effect on employment (+0.16 to 0.23 workers) (De
Mel et al., 2010, 2013b). The savings incentives had some effect on investment in inventories but not on capital investments. Incentives to formalize were somewhat successful,
but very expensive and also without any permanent impacts on employment (De Mel et
al., 2013a). The lack of property rights for the land entrepreneurs do business on was a
reason frequently given for not registering the business. Hence, from these experiments it
seems that it is difficult and expensive to boost growth in micro and small enterprises in a
very large scale. This does not mean that there are no enterprises that have the potential
to graduate. Indeed a few have, in fact those that do, not only show high marginal rates of
return, but also an overall high profitability. Another reason why in many firms the effects
of grants in particular were only moderate and short-lived is that often the resources were
diverted to household uses. This seems to happen in particular in female-owned enterprises. Whether the pressure to share is particular strong for them or whether they have
different preferences is still an open question.

Interestingly, there is evidence that business training may even have negative
employment effects. Drexler et al. (2013) find that the training interventions evaluated in their study led to a reduction of employees for low-skilled business owners,
and Valdivia (2011) as well as Calderon et al. (2013) find micro-entrepreneurs that
participated in general business training to be more likely to close poorly performing businesses. An explanation put forward, and backed up with anecdotal evidence, is that the introduction of basic tools to calculate the costs and profits of the
businesses, including opportunity costs, showed some entrepreneurs that their
businesses were not profitable (see Valdivia 2011) and that they should better look
for new opportunities. But there is also evidence that training helps to survive
inefficient firms that would, without the training, probably have closed (McKenzie
and Woodruff, 2014).
With respect to the impact of entrepreneurship training along the causal chain,
overall, most training interventions succeed in improving business practices and
producing behavioral changes, such as record keeping for instance, but have
difficulties in changing actual business performance like profits. Higher optimism
and motivation is sometimes found to be a result of entrepreneurship training,
although some of these changes might be due to a changed reporting behavior
after the start of the intervention (Drexler et al., 2012). Some studies report higher
investment, very few studies report process or product innovations. Few show
improvements in sales and revenues and even fewer studies find significant impacts on profits. Bruhn and Zia (2011) for instance do not find any treatment ef-
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fects of business and financial education training on business performance, but
changes in business practices consistent with the topics taught in the course.
Similarly Giné and Mansuri (2001) find that, especially for male entrepreneurs,
business training increased business knowledge and practices but had no impact
on sales or profits. Moreover, short-term positive effects often seem to vanish in
the long term. Overall it seems that the lack of business skills may not be a constraint of entrepreneurship as severe as might have been supposed previously, at
least not in isolation. Notwithstanding, entrepreneurship training might enhance
the entrepreneurial spirit and force (potential) entrepreneurs to think more carefully
about the business model and its profitability.
Some of the studies have also assessed whether training interventions may have
a different impact on beneficiaries due to differences in their educational background and whether it is more helpful for male or female owned enterprises. The
evidence so far is inconclusive. Bruhn and Zia (2011) find that entrepreneurs with
high ex-ante financial literacy were able to increase sales and profits as a result of
the training intervention. Karlan and Valdivia (2012), however, find that training
improved business practices more for the less educated, a finding that is also
made by Valdivia (2011). Drexler et al. (2013) observe that general accounting
training led to some improvements in objective reporting quality and business
performance for higher skilled participants, but had the opposite effect for less
educated individuals. They find, nevertheless, that the simpler rule-of-thumb training was more effective for participants with lower educational levels, suggesting,
plausibly, that training programs have to be well designed for the respective audience (see Drexler et al., 2013).

Business development services
Among the included studies there are six that examine the impact of business
development services on employment creation (see Table 12). As mentioned
above we included one study (Benavente, 2007) that should in principle rather be
examined in the category “research and development”, but since it is the only one,
we analyze it together with business development interventions. Services provided
include counseling, supplier development (i.e. improving forward linkages for
MSEs to large firms), support for product and process innovation (incl. quality and
cost control, standardization procedures etc.), related training, earmarked credit,
conditional tax breaks, environmental audit, and the provision of working premises.
These studies cover almost exclusively Latin American countries, except for one
that focuses on Ethiopia. We could not identify any relevant study in the Asian
context. None of the studies relies on an experimental design. All studies use
quasi-experimental methods, mostly propensity score matching or a difference-indifference estimator (or a combination of both). Hence, the internal validity of many
of these studies is relatively weak. This is even more a problem as the design of
many of the examined programs implies strong selection effects, i.e. firms select
themselves into the programs. It is unlikely that these studies can completely eliminate the bias that stems from such selection. The bias will typically imply an overestimation of the program effects as firms, which have a higher performance anyway, take advantage of these programs. Hence, the findings below should be
interpreted with the necessary caution.
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Table 12: Overview of included studies - Business development services
Arráiz et al. (2013)

Supplier development program providing public subsidies
for projects aimed at strengthening the management of
SMEs that supply large firms. Each project must include
between 10 to 20 SMEs.

no

Chile (national)

SMEs

no

Quasi-experimental: PSM

up to three
years

E: positive

Benavente (2007)

Technology development fund providing matching-grants
for projects aimed at developing new products and
improving production processes. Covers the development
of prototypes and market testing.

yes

Chile (national)

SMEs

no

Quasi-experimental:
PSM+DID

unclear

E: positive

Castillo et al. (2011)

Co-financing (up to 50%) for product innovation or process innovation.

no

Argentina (national)

SMEs

no

Quasi-experimental: PSM +
DID

up to 8 years

Eshetu et al. (2013)

Joint intervention: enabling legal framework and streamlining regulatory conditions as well as specific support
services (financial and business development services
including a credit and saving scheme trainings, technology transfer, counseling, provision of working premises
etc.).

yes

Ethiopia (urban Dire
Dawa)

Micro and small

no

Quasi-experimental: PSM

up to 6 years

E – product innovation:
positive
E – process innovation:
positive
E: positive

Lopez-Acevedo and Tinajero-Bravo
(2010)

Four different programs including: (1) tax breaks, (2)
finance audits and support for investments to reduce
environmental risks, (3) fiscal incentives for technological
innovation, and (4) a training of the industrial workforce.

yes

Mexico (national)

MSMEs

no

Quasi-experimental: PSM

up to 5 years

Tan (2009)

Seven different matching grants and credit programs, and
two other, open-ended, residual programs.

yes

Chile (national)

Mostly medium
sized

no

Quasi-experimental:
DID+PSM

up to 10 years

Note: Significance level used: 10%.
Source: Own computations based on information made available by the evaluations.

50 | KfW Studies and Proceedings Interventions for employment creation in micro, small and medium sized enterprises in low and middle income countries

E – tax breaks: positive
E – environment audit:
negative
E – fiscal incentives and
techn. innovation: positive
E – other state support:
insignificant
E – any program: positive
E – techn. assistance
(BDS): insignificant
E – cluster formation
(BDS): insignificant
E – technology dev.
(BDS): insignifciant
E –any BDS: positive

Across the six studies, the focus is predominantly on already established, small
and medium sized firms. Only one study considers an intervention targeted also at
micro-enterprises. The focus is on expanding those enterprises, as all studies
analyze the impact of business development services on employment changes in
treated firms.
Three studies conclude that the services they evaluate have positive employment
effects. One study does not find any significant effect associated with several different business development services – either when looking at the combined effect
or the individual impact of each component (see Tan 2009). Lopez-Acevedo and
Tinajero-Bravo (2010) also assess effects of a range of business development
services, and find mixed results regarding their effectiveness. The distribution of
the standardized effect sizes is shown in Table 13.
Table 13: Distribution of standardized effect sizes – Business development services

Count

Share (%)

Negative effect size (<0)

2

14.3

Small effect size (>0, <0.2)

8

57.1

Medium effect size (>0.2, <0.5)

1

7.1

Large effect size (>0.5, <1)

3

21.4

Total

14

100

Source: Own computations based on information made available by the evaluations.

For Argentina Castillo et al. (2011) find huge average employment effects following
support for process and product innovation. Employment in firms benefitting from
the services increased by roughly 20 percent; with no substantial difference between the measures that enhanced process or product innovation. However, the
policy was very much demand driven, hence, as mentioned before, it is unlikely
that the study is able to eliminate selection effects completely. The deadweight
loss might also be important, as some of the firms possibly would have engaged in
these innovations anyway. The beneficiaries had on average already 40 employees before the intervention.
In the Mexican case the intervention portfolio included a number of very different
measures, such as tax breaks for certain sectors, a national environment audit
program, fiscal incentive to enhance technological innovation and, as in the case
of Argentina, measures to enhance process and product innovation, again partly
through tax incentives. Lopez-Acevedo and Tinajero-Bravo (2010) find that most
interventions were quite successful in increasing business performance in general
but employment effects could only be generated through tax breaks and other
fiscal incentives. Another interesting finding of this study is that positive effects on
business performance started to materialize only after four years of program entry.
The three evaluations of various programs implemented in Chile show mixed results. Arráiz et al. (2013) evaluate the impact of the Chilean Supplier Development
Program, aimed at improving and stabilizing the commercial linkages between
small and medium sized suppliers and their large firm customers. Applying propensity score matching and difference-in-differences, they find that both groups of
firms benefited from the coordination efforts. The program increased sales, employment and the sustainability of small and medium-sized suppliers. It also increased the sales of large firms and raised their ability of becoming exporters.
They also point to interesting timing effects. While the effect on suppliers appeared
one year after the firms enrolled in the program, the effect on large firms took two
years to appear. The second Chilean evaluation assesses a mix of seven support
service programs. None of these programs seem to have had an impact on employment. However, Tan (2009) shows that the benefits related to technical assistance were the largest with sales and output increasing by 18 to 20 percent, re-
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spectively, labor productivity by 16 percent, and wages by 8 percent. Participation
in cluster programs was also associated with benefits but these were somewhat
lower than those from technical assistance. The third Chilean evaluation assesses
the ’Chilean National Fund for Technological and Productive Development (FONTEC)’. This fund has various funding lines, but the evaluation focuses on technological innovation. The program financed projects aimed at developing new products and improving production processes. The FONTEC subsidy financed up to 50
percent of the total costs. Benavente et al. (2007) find that FONTEC’s subsidies
partially crowded-out private investments in innovation and they more effectively
promoted technological upgrades and process innovations, rather than radical
product innovations. In terms of performance, FONTEC increased sales, exports
and employment of beneficiary firms but did not significantly foster productivity.
The authors employ a quasi-experimental approach that combines difference-indifference and propensity score matching techniques. They administered a survey
to interview treated firms, while the control sample was generated using data from
the tax authority with the aim of replicating the geographical and sectoral distributions of participating firms. The presented statistics, however, suggest that selection effects are still an issue.
The evaluation conducted by Eshetu et al. (2013) in Ethiopia considers again an
entire portfolio of support services for micro- and small enterprises. The elements
of the program include an enabling of legal frameworks, streamlining regulatory
conditions and specific support services, specifically financial and business development services. The financial service component includes a credit and saving
scheme whereas the business development services include training, technology
transfer, counseling, provision of working premises and so on. The program was
launched in 2005 in Dire Dawa, the second largest city in Ethiopia. Beneficiaries
had on average 1.9 workers before program entry. Based on a matching estimator
comparing beneficiaries with similar controls, results suggest that the program
increased employment by one worker per firm, or roughly 50 percent. This is obviously a substantial effect, in particular, given the type of enterprises that were
targeted here. However, the quality of the data and estimators is only poorly documented in the study, so these results should be interpreted with the necessary
caution. Given that the program was only implemented in one city, it is also unclear to what extent the findings can apply to other Ethiopian cities and beyond.
Overall, from the small sample of studies analyzed here, it seems that business
support services can contribute to employment generation if they are demand
driven and focused. Larger firms may need quite specific and sophisticated support, whereas small firms just need very rudimentary improvements to their business. Again tax-breaks and fiscal incentives seem to be particularly effective.
However, the robustness of the findings is weak, as almost all studies have to rely
on a rather weak identification strategy. It is also remarkable that nothing can be
said about the Asian context, where, at least in some countries, business support
services may have played an important role.

Private sector incentive schemes – Wage incentives
Four studies in our sample assess private sector incentive schemes (see Table
14). Three of them focus on the impact of wage subsidies, while one study examines the effects of introducing a minimum wage policy. As the table below shows,
these four studies cover three different countries: Indonesia, Sri Lanka and Turkey.
With one exception these programs all target formal small and medium sized
firms. Subsidies typically cover 25 to 50 percent of the wages paid to the employees, in some programs even 100 percent, but then over a relative short period of
time, typically 4 to 6 months. The lower subsidies are typically paid over 12 to 18
months.
It is very difficult to generalize from these studies as it is obviously a very small
sample. They do also not only differ in context but also with respect to the evaluation method. Two studies rely on a difference-in-difference approach combined
with propensity score matching. They basically use differences in the program
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intensity over time and space. One study only employs matching and another one
is based on an RCT. All studies consider the effects on employment. It is interesting to see that two out of the three direct subsidy programs find a positive impact,
however the effect-sizes differ quite significantly. Their distribution is shown in
Table 15.
Betcherman et al. (2010) evaluate a wage subsidy program in Turkey, which was
introduced in two phases. In a first phase the program targeted all poor provinces
and all priority development regions. Employers benefitted from reductions in social security contributions and credits on income taxes and wages. A year later
coverage was increased to 13 additional provinces. Newly created firms with at
least 30 employees got special treatment. A firm that hired a worker got a subsidy
for two already-employed workers covering the entire social security contributions
and income tax. Newly created firms could also qualify for subsidies on electricity
consumption and land subsidies. Roughly one year after the implementation of the
second phase, the researchers find an additional 10 percent employment growth
and a 3 percent establishment growth in treated relative to untreated provinces.
The study by De Mel et al. (2013b) is the only one in our sample that focuses on
10
micro-enterprises. These are located in urban Sri Lanka and are all male owned.
The program paid a wage subsidy for a maximum period of 6 months equivalent to
50 percent of the wage costs of a low-skilled worker, followed by two months
equivalent to 25 percent of the wage costs of a low skilled worker. The effects
were less impressive than in the Turkish case. In Sri Lanka 22 percent of treated
micro-firms hired a worker, and of these, 64 percent said that it was their first hiring. Furthermore, 86 percent declared that they expected to continue to employ
this person, but this can of course not be taken for granted.
Whereas wage subsidies decrease labor costs, the introduction of minimum wages
increases them, provided that these are set at a level that exceeds the going market wage, which is the typical intention. If the employment elasticity of labor costs
was linear, based on the results for wage subsidies described above, we could
expect that the introduction of minimum wages reduces employment. This is also
the most frequent used argument against minimum wages; it may lead to better
paid, but less, jobs.

10 See also De Mel et al. (2010), which is a companion paper with more details on the wage subsidy
and especially its take-up
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Table 14: Overview of included studies - Wage incentives
Alatas and Cameron
(2010)

Introduction of a minimum wage legislation (provincespecific wage levels).

no

Indonesia
(urban)

Small and medium sized
formal firms

no

Quasi-experimental: Matching + DID

Average exposure time not
reported

Betcherman et al.
(2010)

Social security contribution and wage subsidies as well
as land and electricity subsidies (the latter for particular
cases).

yes

Turkey (national)

Small and medium sized
formal firms

no

Quasi-experimental: PSM +
DID

1-2 years

De Mel et al. (2013b)

Three different interventions: (1) a subsidized savings
program, (2) temporary wage subsidies to incentivize
hiring additional employees, and (3) a five-day training
program based on the ILO’s Improve Your Business (IYB)
program, provided jointly (combination of two of these
interventions) as well as stand-alone to male-owned
enterprises with 2 or fewer paid employees.

yes

Sri Lanka
(urban)

Micro

no

RCT

up to 2 years

E – WS: insignificant
E – WS + F: positive
E – WS + T: positive

Fretwell et al. (1999)

On-the-job training, averaging 4.5 months in length.
Contracts with training agencies and enterprises were
’performance-based‘ with pre-negotiated job placement
rates and trainees were provided with a token amount for
living and travel expenses.

yes

Turkey (urban)

Small and medium sized

no

Quasi-experimental: Matching

1-2 years (unclear)

E: insignificant

Note: Significance level used: 10%.
Source: Own computations based on information made available by the evaluations.
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E - small firms: negative
E – large domestic firms:
positive
E – large foreign firms:
positive
E: positive

Indonesia changed the minimum wage legislation in the early nineties, which implied an increase of the minimum wage in certain provinces to catch up with the
level of Jakarta. Interestingly, Alatas and Cameron (2008) find no negative employment impact for large establishments either foreign or domestically owned, but
workers in smaller, domestic establishments appear to have suffered job losses as
a result of minimum wage increases. Controlling for year effects and establishment
dummies they estimate for small firms an employment elasticity of -0.46, i.e. an
increase in the minimum wage by 1 percent reduces employment in small firms by
-0.46 percent (between -0.31 and -0.55). For large domestic firms they even find a
significant positive elasticity of 0.478. For large foreign firms the elasticity is also
positive, but insignificant. Alatas and Cameron (2008) do not find evidence that
establishments closed down as a result of the minimum wage changes. So overall
it seems that in Indonesia the policy led, at least to some extent, to a re-allocation
of workers from smaller to larger firms.
Table 15: Distribution of standardized effect sizes – Wage incentives

Count

Share (%)

Negative effect size (<0)

1

14.3

Small effect size (>0, <0.2)

5

71.4

Medium effect size (>0.2, <0.5)

1

14.3

Large effect size (>0.5, <1)

0

0

Total

7

100

Note: The effect sizes from the study on minimum
wages (Alatas and Cameron, 2010) are not included
in this Table. We also exclude Fretwell et al. (1999),
as the information provided in their study does not
allow to calculate the effect size.

Source: Own computations based on information made available by the evaluations.

Fretwell et al. (1999) examine an on-the-job training program in Turkey, averaging
4.5 months in length. Since the training was on-the-job and during that time the
program covered the entire wage costs, the program has in fact features of a wage
subsidy program. Contracts with training agencies and enterprises were performance-based, that is, they had pre-negotiated job placement rates and trainees
were provided with a job-voucher and a token amount for living and travel expenses. After 4-6 months beneficiaries dropped out of the program and it was hoped
that the firm (or another firm) would hire them. The researchers, however, found
that participants were 6 percent less likely to have an employment at the time of
the survey than non-participants. Effects for sub-groups, such as male, female
(more negative for male), youth, middle-age, elderly, primary education, secondary
education and post-secondary education, also turned out to be negative or insignificant. Even for the short-term unemployed the effects were negative. This is
even more surprising considering that there were no unemployment benefits at
that time in Turkey.
Obviously it is difficult to work out the conditions for successes and failures on the
basis of such a small sample of studies. Arguably the methods used across these
studies differ to an important extent and the various programs are implemented
with different intensities. However, a plausible reason why the voucher-based
program in Turkey did not succeed in developing any lasting effects might be exactly the fact that they used vouchers. Put differently, such programs target employees whereas the more conventional wage subsidy programs target employers.
Vouchers may lead to a negative selection whereas direct subsidies may lead to
positive selection. Employers may keep workers hired at a reduced rate, when
they are free to choose the workers they actually prefer. An unemployed individual
that approaches an employer with a voucher may even have a negative signaling
effect. Hence direct wage subsidies may have more positive employment effects
than voucher-based programs. However, they may have very different distributional effects.
Having said this, it is obvious that wage subsidies are in general a quite expensive
intervention and the programs covered by these three evaluations are no excep-
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tion. Betcherman et al. (2010) analyze cost effectiveness for the wage subsidy
policy in Turkey. They calculate that the cost per job-month created corresponds to
roughly 94 percent of the total cost of employing a minimum wage worker. This
may still seem acceptable, if the jobs created where sustainable, but this is far
from sure from these studies. A major cost component is the typically implied dead
weight loss, i.e. the fact that many workers that are hired under a subsidized rate
would have been hired anyway. This is also confirmed by de Mel et al. (2010), who
show a strong correlation between pre-program hiring intentions and program
uptake. This of course also relativizes the above comparison between direct wage
subsidies and vouchers.

Business environment – The impact of formalization
In the developing world the bulk of urban micro- and small enterprises is informal,
i.e. they are not registered with the tax authority and operate outside most regulations. A key policy question is whether the performance of these firms could be
improved and their size in terms of employed capital and staff be expanded
through the formalization of these firms. It is believed that formalization increases
access to credit and other resources important for the success and expansion of
these firms. This in turn requires understanding why these firms are not formal in
the first place. De Soto (1989) argued that the high costs and the involved bureaucracy are the main reason why these firms stay informal. A contrasting view,
defended for instance by Maloney (2004), is that most micro- and small firms have
simply little to gain from being formal because their business is too small to benefit
from any services offered to formal firms and because in many countries the government has not much to offer anyway. Hence, in this case the costs of becoming
formal clearly exceed the expected benefits and it is a rational decision to stay
informal.
The policy problem that is being addressed in this context is two-fold: how can
firms be formalized and what are the effects of being formal on employment? Employment effects could arise if formal firms gain access to business support services such as export promotion, subsidies for product and process innovation and
access to formal banking and business training that informal firms do not have.
Becoming formal could also imply access to a broader and larger customer base
and better access to input providers.
We have identified five studies that can credibly establish a link between formalization and employment (see Table 16). Bruhn (2011) and Kaplan et al. (2011) both
analyze the Mexican SARE program (System of Fast Opening Firms), which is a
federal program targeted at municipalities. Fajnzylber et al. (2011) and Courseuil
and Moura (2011) both look at the Brazilian SIMPLES program that combines
reductions both in monetary and administrative costs of tax payments. A fifth study
is based on a field experiment in Sri Lanka providing incentives for informal firms
to formalize.
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Table 16: Overview of included studies - Business environment
Bruhn (2011)

Federal program targeted at municipalities that ‘one-stop’
firm registration offices allowing small firms to obtain a
license to operate in two days or less and to postpone
health and social security inspections for three months.
The program reduced registration procedures from 30 to
2 days.

yes

Mexico (national)

Courseuil and Moura (2011)

A tax incentives program that combines, simplifies and
promotes the collection of federal taxes from micro-firms
and small companies, with lower, though progressive, tax
rates on the same base for calculation (gross revenue).
The program combines reductions both in monetary and
administrative costs of tax payment.

yes

Brazil (national)

de Mel et al. (2013a)

Information about procedures and costs and benefits of
formalization, provided either alone or with capital.

yes

Sri Lanka (urban)

Fajnzylber et al. (2011)

Simplified tax system for micro-firms, including also an
overall reduction of taxes of up to 8%.

yes

Brazil (urban)

Kaplan et al. (2011)

Federal program targeted at municipalities that ‘one-stop’
firm registration offices allowing small firms to obtain a
license to operate in two days or less and to postpone
health and social security inspections for three months.
The program reduced registration procedures from 30 to
2 days.

yes

Mexico (national)

MSMEs

no

Quasi-experimental: DID

up to 4 years

Mostly medium sized

no

Quasi-experimental: RDD

1 year

Mostly micro

no

RCT

up to three years

Micro

no

Quasi-experimental: RDD, IV and DID

up to 1 year

MSMEs

no

Quasi-experimental: DID

up to 4 years

Note: Significance level used: 10%.
Source: Own computations based on information made available by the evaluations.
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BC: positive

E: positive

E: insignificant
E – all micro-firms: positive
E – firms with at least one
employee: positive
E: positive
BC: positive

The Mexican SARE program instituted ‘one-stop’ firm registration offices in a number of municipalities. These offices allowed small firms that operate in eligible
industries to obtain a license to operate in two days or less and to postpone health
and social security inspections for three months. The program is said to have
reduced registration procedures from 30 to 2 days. SARE targets only “low risk”
sectors, i.e. sectors with little regulation such as small commerce, beauty salons,
computer stores, groceries and restaurants but excludes chemical production or
transportation businesses, such as taxi services for instance. According to Bruhn
(2011) the eligible firms made up 55 percent of all industries and 80 percent of all
operating firms. Bruhn (2011) relies on a quasi-experimental design using variation
in the presence of registration offices across time and space. In terms of outcomes
she focuses on new formal firms with and without formally registered employees
(registering a firm did not necessarily imply to register all employees) and new
formal jobs in new formally registered firms. According to Bruhn (2011) the reform
increased the number of registered firms by 5 percent. This increase was due to
former wage earners opening businesses. Interestingly, former unregistered business owners were not more likely to register their business after the reform. The
reform also increased wage employment by 2.2 percent. However, employment
decreased in ineligible firms (high risk industries) and hence the net effect is less
impressive. The income of the previously not employed increased after the reform
by about 6 percent. Bruhn (2011) thus concludes that overall the results suggest
that promoting the simplification of entry regulation is an effective policy for fostering entrepreneurial activity and for making consumers better off by increasing
employment opportunities and lowering prices.
Kaplan et al. (2011) use a different identification strategy and a different data
source to evaluate the same program. Using a difference-in-difference strategy,
they compare eligible and non-eligible sectors within municipalities before and
after the implementation of the program. Since Kaplan et al. (2011) use data from
the social security registry, they have to focus on formal firms that also have formally registered employees and must ignore formal self-employment and new
informal jobs in newly formally registered firms. Put differently, a firm may become
formal but if it doesn’t employ or at least not register a worker formally, that firm
would not be detected in Kaplan et al.’s (2011) data base. Similar to Bruhn (2011),
Kaplan et al. (2011) confirm that the program led to an increase in new monthly
formal firm creation of 4.7 percent (2.5 more firms per month per municipality).
From the data it is again not possible to say whether these firms are new or
whether they existed previously as informal firms. Moreover according to the findings, the program caused a monthly increase in formal employment of 10 percent
(20 employees per month per municipality). Again some of these workers may
have worked before as informal workers. Overall Kaplan et al. (2011) judge these
effects to be rather modest in terms of their magnitude and probably partly temporary. Over two years, so the authors, the program would imply 42,408 additional
formal jobs, corresponding to just 0.2 percent of informal employment. Hence their
conclusion is much more modest than Bruhn’s (2011). However, a large part of the
difference can be explained by the omission of formal self-employment and informal workers in newly formally registered firms. But Kaplan et al. (2011) also point
out that Bruhn (2011) may overestimate the number of new firms as the definition
of formality (a firm with a “name”) is somewhat fragile.
Although Kaplan et al. (2011) emphasize that the program is highly cost effective
as the benefits are estimated to be six-times higher than the costs, the program is,
according to them, unlikely to lead to large reductions in informality. They argue
that the burdensome registration regulations may not be the most important barrier
to firm creation or formalization. In the authors’ view, other features of the business
environment particularly the cost of paying taxes, the scarcity of marketable ideas
and the small benefits of being formal (still low access to credits and high costs of
enforcing contracts in courts) are far more important determinants of firm creation
and formalization.
SIMPLES in Brazil offered a simplified tax system and lower taxes for micro-firms.
It was introduced in 1996. The program permitted an overall reduction of taxes of
up to 8 percent with the main objectives to increase formality and to enhance the
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competitiveness of micro-enterprises relative to larger firms. Similar to SARE in
Mexico, regulated sectors such as manufacturing of chemical products were excluded from that policy. Fajnzylber et al. (2008) examined formal and informal
firms around, before, and after the date the policy was introduced, using the data
of entry into activity as an instrument for formalization. The authors found that the
policy led to an increase in employment of 0.4-0.5 employees when weightedleast-square is used and roughly a doubling when instrumented. The results show
that the increase is particularly high for firms with at least one employee. Moreover, the increase is largely in paid employment as the share of paid employees in
employment increases by 10 to 40 percent. Across all specifications, formalized
firms show higher revenues and profits. If only firms with employees are considered the increase in revenues is 70 percent and 60 percent for formalized and
informal firms respectively, and profits increase by 64 percent and 55 percent
respectively. Taken together, these are all quite large effects, but they might partly
be tied to the local character of the estimate. As the authors correctly point out,
this effect does not necessarily apply to any informal firm that would be formalized,
but rather suggests what would happen if entrepreneurs register their firm at the
time of start-up. Courseuil and Moura (2010) adopt a slightly different approach
focusing mainly on the tax incentive offered by SIMPLES. Some of the firms in
their sample have already been formal before program entry. The firms in the
sample all have at least 5 employees, thus self-employment and micro-firms more
broadly are ignored. For the period 1998/9 the impact of the SIMPLES program on
changes in the employment level is positive and significant in the three largest
income categories, and positive but not significant in the remaining categories,
possibly due to the small sample size. In terms of magnitude, the coefficient does
not vary significantly among the three largest income categories considered, with
an increase in the employment level of approximately 2.2 to 2.8 additional employees when the firm chooses to opt for the SIMPLES program. In other words,
SIMPLES is found to have led to an increase of 6 to 7.5 percent of the average
employment level in the sample, which was around 37 employees in 1999. The
authors then re-estimate the effects for the period 1996/97 and find consistent but
somewhat weaker effects.
Finally, de Mel et al. (2013a) examine the impacts of various ways of encouraging
firms to formalize and, in case they do, what kind of impacts that has on their performance, including employment. They find that the provision of information about
registration processes and the reimbursement of direct costs have no effect. Payments equivalent to one-half to one month of the firm’s median profits leads to
registration of around one-fifth of firms. If the payment is further increased to two
months of the firm’s median profits, almost 50 percent of all firms register. The lack
of land titles are the most often mentioned reason for not registering. Among those
who register the authors estimate profits to go up by 25 to 35 percent, but there is
no effect on the number of paid workers. The profit effects are, however, driven by
very few firms in the upper tail of the distribution. These firms indeed used their
formal status to develop new forward and backward linkages, to receive official
quality labels or to take a loan and invest in capital. Notwithstanding, these effects
were not strong enough to have a sizeable effect on employment. They also occurred only long after implementation.
Overall these results are quite consistent with those from other studies that focus
on other performance indicators than employment. Most of these studies are reviewed in Bruhn and McKenzie (2013). Programs that offer cheaper and easier
formalization procedures seem to work for a relatively small group of entrepreneurs and firms that show already a higher initial performance. It also seems easier to formalize firms while they are set up than formalizing firms that already exist.
It is difficult to get the average firm formalized as the average firm is simply too
small and not profitable enough to make use of the potential that formality offers.
Among those who do formalize, performance typically improves, but for most only
modestly. This is also true for employment outcomes (see also the distribution of
the standardized effect sizes in Table 17).
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Table 17: Distribution of standardized effect sizes – Business environment

Business E.
Count

Share (%)

Negative effect size (<0)

0

0

Small effect size (>0, <0.2)

5

71.4

Medium effect size (>0.2, <0.5)

0

0

Large effect size (>0.5, <1)

2

28.6

Total

7

100

Source: Own computations based on information made available by the evaluations.

Yet, it seems that programs that “force” firms to formalize are unlikely to produce
any significant employment effects as for many formerly informal firms formality
does not translate into extra profits but into additional costs. It seems the best
incentive governments can provide for formalization is to offer useful public services in return. This does of course not imply that policies should not simplify administrative procedures, but efforts need to go beyond. It is not the costs of registration but the expected benefits of formality that is pivotal for the decision to formalize and only if such benefits exist it is likely that formality also leads to additional jobs.
More research is needed on how to make formalization profitable for the majority
of the firms. This in turn requires analyzing more carefully what kind of support
services could be particularly beneficial for the lower tail of the distribution. More
research on Sub-Saharan Africa is also needed to see whether the findings from
Latin America and Asia can be generalized to that context as well. Finally, more
research on other important elements of the business environment is needed,
since it appears that the few rigorous studies available only focus on formalization.

Results from the meta-regression analysis
In order to identify those factors that are associated with positive employment
effects, we ran a meta-regression on the sample of included studies and impacts.
As dependent variable we use either a binary variable indicating whether a given
intervention had a positive significant impact on paid employment or on firm ownership (start or continuation) or use the computed effect size. In principle the latter
is preferred as it uses the full detail of the results. However, in practice many studies do not provide all the necessary information to compute the effect size accurately implying that approximations have to be made which introduce noise in the
data. Hence the binary outcome is often preferred. As will be seen below this also
seems to be the case in this analysis. Kluve (2010) and Cho and Honorati (2013)
also focus on the binary outcome. Since we had only four statistically significant
negative impact estimates in the sample, we decided to lump together insignificant
and statistically significant negative estimates.
As explanatory factors we include the type of the intervention, whether the intervention was provided in combination with other interventions, whether the intervention targeted women specifically, the types of enterprises targeted, the study
design of the impact evaluation, as well as the country income category, and finally, the outcome measure, i.e. whether it is employment or firm ownership. The
table below shows the summary statistics for the dependent and explanatory variables (Table 18).
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Table 18: Summary statistics of dependent and explanatory variables

Variable

Observations Mean

Std. Dev.

Min

Max

Positive significance

116

0.457

0.500

0

1

Effect size

115

0.145

0.283

-0.891

1.5

Training

116

0.310

0.465

0

1

Finance

116

0.466

0.501

0

1

BDS

116

0.121

0.327

0

1

Private sector incentives and
business environment

116

0.103

0.306

0

1

Objective= Employment creation

116

0.690

0.465

0

1

Joint intervention

116

0.491

0.502

0

1

Program targets women

116

0.198

0.400

0

1

RCT

116

0.534

0.501

0

1

Low RoB

116

0. 043

0 .204

0

1

Low-Medium RoB

116

0 .224

0.419

0

1

Medium-High RoB

116

0.491

0.502

0

1

High RoB

116

0 .241

0.430

Micro-enterprises

116

0.664

0.474

0

1

Small enterprises

116

0.147

0.355

0

1

Medium enterprises

116

0.190

0.394

0

1

LIC

116

0.086

0.282

0

1

LMIC

116

0.345

0.477

0

1

UMIC

116

0.569

0.497

0

1

Outcome = Business Creation

116

0.371

0.485

0

1

In total, we have 116 observations that can be used for the meta-regression analysis. 40 percent of these relate to business creation while the remaining relate to
changes in employment in existing firms. Overall, 46 percent of impact estimates
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are positive and statistically significant at the 10 percent level. Most impact estimates relate to the effect of finance interventions, followed by training interventions. About 12 percent of impact estimates represent the impact of business development services, wage incentives and policies to enhance research and development. Interestingly, around 70 percent of the estimates come from evaluations
of interventions that explicitly aimed at creating employment or new enterprises.
Almost half of the impact estimates come from joint interventions, and more than
half of the impact estimates have been obtained through randomized controlled
trials. Furthermore, the majority of evaluations focused on existing and potential
micro-enterprises and was conducted in upper middle income countries.
The results are shown in Table 19. Columns (1) – (10) show the results from a
probit model as set out in Section 5.5. Instead of the estimated coefficients we
show marginal effects, i.e. the change in the probability of success if a certain
outcome is increased by one unit while all other explanatory variables are kept at
their mean. Columns (11) – (12) show the results from linear regressions using the
effect sizes as dependent variable. All standard errors are corrected for intra-study
correlations, i.e. if several estimates come from the same study. In those few cases where different estimates for the same intervention are included – for instance
for smaller and larger firms, men and women or short and long term – weights
account for these multiple entries. Weights are also applied in those cases where
an estimate of a joint intervention has two entries in the data set, i.e. for each
intervention category it addresses.
Looking at the effectiveness across the different intervention categories, it can be
seen that the included finance interventions had on average lower employment
effects than the included training interventions. This is confirmed by both specifications, i.e. whether we use the dichotomous outcome or the standardized effect
sizes. There are, however, no systematic and significant differences between training interventions and business development services, wage incentive schemes
and interventions that improved the business environment.
In our sample there is some indication that interventions of the type we consider
11
have often more chances in establishing new firms than expanding existing firms.
A micro-credit program, for example, may enable many households to start a small
business, but may enable only few established micro-entrepreneurs to expand
their business. Obviously, it is also far from certain, whether these new firms survive in the longer term. As already mentioned above, most of the included studies
do not have an answer to this question, as their follow-up period is relatively short.
A small share of micro-enterprises graduating is also supported by the finding that
those interventions that targeted small enterprises appear to be more successful in
achieving significantly positive employment effects as compared to those that
targeted micro-enterprises as it suggests that it is at least difficult to expand micro12
enterprises in general. However, specific types of micro-enterprises might still
have the potential to grow. Hence, targeting is crucial.
Surprisingly, whether employment creation has been an explicit objective of the
evaluated intervention does not systematically correlate with larger employment
effects. Combined interventions did also not systematically lead to larger employment effects, although we had seen above that the specific combination between
finance and training often seems to work better than each of these two interventions in isolation.
Those interventions in our sample that targeted women specifically apparently had
a lower chance of success; although this finding is only in some specifications
statistically significant. This is consistent with a number of recent studies that find
capital or business training to have no effect on female enterprise performance
(see for instance Fafchamps et al., 2011; de Mel et al. 2009). This does of course
not mean that the return of targeting women is lower, it rather suggests that programs targeted at women typically need to account for other, complementary constraints as well. For instance, if women have less control over their budget than
men, then cash grants paid to women have a lower impact on investment than for
men. Women typically also have lower levels of formal education, have often only

11 As McKenzie and Woodruff (2014) pointed out,
this may also be due to the fact that power is generally higher for detecting binary outcomes (such as
whether a new business started) than for detecting
changes in rather continuous variables (such as
employment).| 12 The ‘IFC Jobs Study’ comes to a
similar conclusion based on a review of the literature (IFC, 2013).
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limited access to other relevant services, often need to work from home and are
often deprived of property rights – land rights in particular.
Finally, the regressions also reveal that programs that have been evaluated experimentally show fewer significant employment effects than programs that have been
evaluated with quasi-experimental methods. Looking at finance interventions, for
example, shows that 20 out of the 26 treatment effects that are based on an RCT
show insignificant effects, while this is the case for only 8 out of the 18 treatment
effects based on quasi-experimental methods. Hence, the failure rate is almost
twice as high. Again, the most intuitive explanation is that the quasi-experimental
studies cannot entirely deal with selection effects and hence employment effects
are often over-estimated. We constructed further variables measuring the risk of
bias based on our own assessment for various dimensions of internal and external
validity (see Section 5.4). However, Although, low statistical power of many RCTs
is an important shortcoming, as also highlighted by McKenzie and Woodruff
(2014), controlling for this problem and other risk of biases could not substantially
reduce the estimated coefficient associated with RCTs. Investigating the included
RCTs in more detail also shows another potential explanation. RCTs systematically
focus more prominently on small programs, very poor areas and very specific
target groups (as compared to evaluations based on quasi-experimental designs),
all of which may increase the probability of a failure. In other words, RCTs are
often applied in very specific cases and hence one needs to be careful to generalize their findings.
Overall this meta-regression shows that given the huge heterogeneity across the
surveyed interventions and targeted firms and the still quite small sample size, it is
difficult to identify the details of those features that increase the probability of success.
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Table 19: Probit estimates for positive significance of impact estimates at 10% (marginal
effects) and OLS estimates for effect sizes
VARIABLES

(1)
positive
significance,
unweighted

(2)
positive
significance,
unweighted

(3)
positive
significance,
unweighted

(4)
positive
significance,
unweighted

(5)
positive
significance,
unweighted

(6)
positive
significance,
weighted

-0.0477

-0.193

-0.266**

(0.123)

(0.128)

(0.126)

0.225

0.0489

0.0411
(0.187)

Dummies for program category (omitted=training)
Finance
BDS
Private sector incentives and business
environment

(0.156)

(0.169)

0.332**

0.214

0.0709

(0.138)

(0.210)

(0.240)

Program characteristics - Dummies
for size of the enterprises targeted
(omitted=micro-enterprises)
Small enterprises
Medium-sized enterprises
Dummy for objective=employment creation
Dummy for joint program
Dummy for women as a target group

0.482***

0.286

0.314*

(0.104)

(0.188)

(0.188)

0.176

-0.0160

0.0786

(0.170)

(0.224)

(0.223)

0.0856

0.00437

-0.0751

(0.133)

(0.149)

(0.161)

0.000116

-0.0288

-0.111
(0.155)

(0.128)

(0.165)

-0.244*

-0.181

-0.220

(0.128)

(0.155)

(0.158)

Risk of Bias - Dummies for RoBsummary score(omitted=low)
Low-Medium
Medium-High
High
Dummy for experimental design=RCT

0.440

0.462*

0.298

(0.289)

(0.268)

(0.379)

0.195

0.256

0.0163

(0.359)

(0.352)

(0.426)

0.321

0.342

0.131

(0.340)

(0.331)

(0.428)

-0.405***

-0.346**

-0.291

(0.109)

(0.170)

(0.182)

Dummy for dependent variable=business
creation

Observations
Pseudo R2

-0.135

0.151

0.230*

(0.0973)

(0.130)

(0.132)

116

116

116

116

116

116

0.0507

0.156

0.155

0.0125

0.230

0.220

Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 19 (… continued)
VARIABLES

(7)
positive
significance,
unweighted

(8)
positive
significance,
weighted

(9)
positive
significance,
unweighted

(10)
positive
significance,
weighted

(11)
effect
sizes,
unweighted

(12)
effect
sizes,
weighted

-0.245*

Dummies for program category (omitted=training)
Finance
BDS
Private sector incentives and business
environment

-0.221

-0.296**

-0.227

-0.294**

-0.217**

(0.146)

(0.141)

(0.147)

(0.136)

(0.102)

(0.130)

0.0454

0.0367

-0.0117

-0.00681

-0.0723

-0.0819

(0.187)

(0.210)

(0.186)

(0.197)

(0.123)

(0.134)

0.200

0.0502

0.154

0.0603

-0.105

-0.106

(0.221)

(0.251)

(0.205)

(0.225)

(0.112)

(0.144)

Program characteristics - Dummies
for size of the enterprises targeted
(omitted=micro-enterprises)
Small enterprises
Medium-sized enterprises
Dummy for objective=employment creation
Dummy for joint program
Dummy for women as a target group

0.274

0.295

0.410**

0.371**

0.126

0.0457

(0.213)

(0.216)

(0.173)

(0.186)

(0.136)

(0.154)

-0.00716

0.0787

0.107

0.0712

-0.102

-0.182

(0.265)

(0.268)

(0.250)

(0.243)

(0.141)

(0.174)

0.0171

-0.0478

0.0496

0.0244

0.0219

0.0394

(0.149)

(0.158)

(0.137)

(0.152)

(0.0833)

(0.0980)

-0.0457

-0.127

-0.110

-0.209

0.000379

-0.0315

(0.180)

(0.163)

(0.170)

(0.148)

(0.0739)

(0.0871)

-0.194

-0.235

-0.216

-0.272*

-0.0271

-0.0723

(0.152)

(0.157)

(0.140)

(0.143)

(0.0814)

(0.101)

0.482*

0.345

(0.288)

(0.405)

Risk of Bias - Dummies for RoBsummary score(omitted=low)
Low-Medium
Medium-High
High
Dummy for experimental design=RCT

0.241

0.0105

(0.383)

(0.466)

0.336

0.148

(0.363)

(0.464)

-0.418**

-0.388**

-0.334*

-0.365**

-0.107

-0.0865

(0.176)

(0.183)

(0.176)

(0.172)

(0.140)

(0.156)

Dummy for effect size measure =SMD
Dummy for dependent variable=business
creation

0.138

0.154

(0.0981)

(0.121)

0.184

0.281**

0.130

0.240*

0.0136

0.0112

(0.135)

(0.135)

(0.132)

(0.138)

(0.0513)

(0.0551)

Dummies for country income category
(omitted=LIC)
LMIC
UMIC
Square root of sample size

0.0523

0.0999

-0.0534

-0.0346

-0.102

-0.111

(0.257)

(0.259)

(0.214)

(0.235)

(0.114)

(0.125)

-0.0415

-0.00868

-0.186

-0.146

-0.106

-0.0720

(0.270)

(0.264)

(0.233)

(0.247)

(0.150)

(0.180)

-0.000241

-0.000277

-5.49e-05

-0.000137

-0.000190

-0.000212

(0.000180)

(0.000191)

(0.000164)

(0.000167)

(0.000118)

(0.000134)

Constant
Observations
Pseudo R2

0.317

0.340

(0.215)

(0.243)

116

116

116

116

115

115

0.237

0.232

0.210

0.205

0.220

0.197

Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Conclusion

Overall the review shows that creating and enhancing employment is a very complex challenge. Many conditions have to be met before interventions in favor of
individual enterprises do not only improve business performance but also lead to
additional jobs. Phrased differently, it is typically ‘a long way’ in the result chain
from policy inputs to employment impacts, even more so if employment is supposed to be sustainable and tied to acceptable and secure working conditions.
Given the discrete nature of decisions to found a new business or to hire an additional employee, not a minor change but rather a major push is needed to have an
impact. It seems much easier to have an effect on management practices, sales
and (short term) profits than on employment. Many interventions seem to lead to
changes at the intensive margin, but fail to deliver productivity increases that go
hand in hand with more jobs. Yet, the review also reveals that a non-neglectable
share of the interventions covered by this review are not primarily designed to
create employment but rather strive for income stabilization and poverty reduction.
Hence, one should not expect impressive results in the form of additional jobs if
interventions were not even intended to deliver this result. It also seems easier to
create new businesses than to expand existing firms. Targeting seems to be key to
achieving positive employment effects. Furthermore, not all potential and actual
entrepreneurs can make good use of support. Different types of interventions will
be required to increase employment for different groups. Interventions also need
to pay attention to the interaction between different binding constraints. For instance, just improving business skills without facilitating access to capital (and vice
versa), might often not be enough to have an effect on investment and employment.
The review also shows that the available evidence is still sketchy in particular for
large parts of Sub-Saharan Africa and Asia, regions in which, in the coming decades, the need for jobs will be the highest. Findings from Latin America, which
dominated in this review, cannot necessarily be generalized and applied to other
regions. Also only very few studies are able to assess the longer term effects of
their interventions and policies and many studies fail to provide a detailed analysis
of why certain effects occurred or did not occur – making it hard to extrapolate
lessons. Typically, it is also hard to tell from the results whether new jobs were
created or whether workers were just tracked away from other activities. Moreover,
almost none of the 54 studies provided a detailed cost effectiveness analysis, i.e.
how much does it cost to create an additional job with a certain program compared
to another? This gap should alert both implementers and researchers. Implementers should provide the necessary numbers and researchers should go beyond the
estimate of simple impacts, which is not really helpful for those who have to allocate resources across different interventions.
Surprisingly, many of the studies covered are based on randomized controlled
trials, whereas others use a quasi-experimental design such as difference-indifference estimation, propensity score matching techniques, regression discontinuity designs or several of these in combination. A striking finding of our review is
that the study design matters for the impacts found. RCTs, which are typically seen
as the ‘gold standard’, find less often positive employment effects than other
methods, controlling for the type of intervention, type of country and type of firm
that is targeted. This may suggest that in many of the studies that are based on a
weaker identification strategy, selection bias is still an issue. However, it can also
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not be ignored that many RCTs have low statistical power due to small sample
sizes and that they are applied particularly to small programs, very poor areas and
very specific target groups. Under these conditions the generation of employment
might be particularly difficult and hence these findings cannot necessarily be generalized. Finally, the results from RCTs might also be biased due to Hawthorne and
John Henry effects, attrition and spill-overs, although many RCTs address the
potential for such biases quite carefully.
An even more important problem is that the methodology of a systematic review,
because of its focus on rigorous evidence, must systematically ignore untargeted
policies, such as financial sector development, large-scale infrastructure projects,
trade policies and alike, which may be particularly beneficial for SMEs. Other approaches must be applied to find out how effective these interventions are in creating employment. This will of course imply to rely on less rigorous methods and
hence the reliability of the findings need to be assessed very carefully in each
case, but ignoring that literature may paint an overly pessimistic picture with respect to the potential of such policies and interventions to create jobs.
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Annex 1: Completed and ongoing systematic reviews on employment creation
and interventions relevant to MSMEs

Systematic reviews related to the outcome of employment creation
Author

Year

Status

Cirera et al.

2013

Completed

Cirera et al.

Nataraj et al.

Paruzzolo et al.

Tripney et al.

2011

2012

2013

2013

Completed

Completed

Ongoing –
Title being
registered

Completed

Intervention

Outcome

Export Processing Zones (EPZ), which are defined as any
zone created with special incentives in order to attract
investments oriented mainly for exporting. The main set of
incentives provided by these EPZs may consist of tax exemptions, exemptions from foreign exchange control, no
controls on profit repatriation, specific streamlined government services, provision of enhanced infrastructure for
production, logistics and transport, subsidized prices in
public utilities, and in some cases derogation of specific
sections of labor laws.



employment effects



wage effects



freedom of association



working hours



health and safety

Tariff reductions in general



employment



government revenue



tariff revenue



minimum wages



job creation



mandatory employee benefits



unemployment



severance pay (separation compensation)



hours worked



unemployment insurance



employment taxes



hour restrictions



hiring rigidities



firing rigidities



collective bargaining



entrepreneurship promotion



employment



employment services



earnings



mentoring



subsidized employment



Technical education, vocational education, vocational training, on-the-job training, apprenticeship training
Formal and non-formal types of learning arrangements
All modes of delivery: e.g., online, face-to-face,
distance learning, apprenticeship



gaining initial employment



within-organizational
mobility



All types of settings: e.g., schools, colleges, apprenticeship training centers, worksites, other
private enterprises

maintaining employment



obtaining new employment



All types of provider/regulator: public, private
and traditional



promotion



TVET offered at secondary and post-secondary



self-employment






76 | KfW Studies and Proceedings Interventions for employment creation in micro, small and medium sized enterprises in low and middle income countries





levels



working hours

Provision of (i) initial training for young people
from the age of 15/16 years after compulsory
school, but prior to entering work; (ii) continuing
education and training for adults in the labour
market leading to personal, flexible and/or vocational competencies; or (iii) training for unemployed persons who are currently available for
work and seeking work (including retraining for
those made redundant).



payment levels



job searches



job applications



job interviews



vocational or technical
skills/knowledge/qualify
-cations



attitudes to work



career aspirations



confidence



self-esteem



motivation



job search skills



career management
skills



job performance



employee productivity



job satisfaction

TVET delivered for any length of time or frequency

Note: The exact references, including the titles of these reviews can be found in the list of references at
the end of this document.
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Systematic reviews on interventions relevant to MSMEs
Author
Duvendack et
al.

Hagen-Zanker
et al.

Radermacher
et al.

Year

Status

2011

Completed

2011

2009

Completed

Ongoing –
Title registered

Intervention

Outcome



Micro‐credit programs



Income



‘Credit plus’ programs including savings, insurance and other financial services;



Health



Education



‘Credit plus plus’ that combines financial services with complementary non‐financial services
such as business advice



Micro-enterprise profits
and/or revenues



Expenditure



Labor supply



Employment



Assets



Housing improvements



Education



Health and health behavior



Nutrition



Women’s empowerment





Poverty head count,
poverty depth and poverty severity
Income
Consumption



Wealth/assets/capital



Food security



Livelihoods



Financial status



Access to health care



Quality of care



Gender roles



Family relationships



Other social or economic outcomes



Employment Guarantee Schemes



Cash Transfer Schemes

Micro-insurance including insurance for: life, health, property, funeral, crop, weather, or livestock
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Annex 2: Overview of official and working definitions for MSMEs
MSME Definitions
(number of employees, unless
otherwise noted)

Albania



Algeria



American Samoa



Argentina



Assets/Turnover/Capital/Invest
ment
Definition distinguishes between micro-, small and medium enterprises

Industry

Number of Empoyees

Economy






micro

small

medium

1-4

5-19

20-79



1-4
<5 Indstr. &
Trade,
<4 Servc.

Armenia





 No more than 25 % of the capital must be owned by
one or more outside companies.

< 250




Peculiarities



5-9

10-19

<24 Indstr.,

<96 Indstr.,

<23 Trade,

<67 Trade,

<17 Servc.

<66 Servc.
<100 Indstr. &
Prod.

<5
<50 Indstr. & Prod.
<25 Constr., Power eng., Science, Edu
<15 Transp.,
Trade, Servc.

<50 Constr., Power
eng., Science,
Edu
<30 Transp., Trade,
Servc.

79 | KfW Studies and Proceedings Interventions for employment creation in micro, small and medium sized enterprises in low and middle income countries

MSME Definitions
(number of employees, unless
otherwise noted)

Australia

Assets/Turnover/Capital/Invest
ment
Definition distinguishes between micro-, small and medium enterprises

Industry

Number of Empoyees

Economy





Peculiarities

micro

small

medium

1-4

5-19

20-199

 There are two definitions: one for statistical purposes and one for labor regulation purposes.
 Small businesses must have independent ownership
and operations.
 Definition includes non-employing businesses.

Azerbaijan







Individual
entrepreneurs with
on average 2
employees

Bahrain







Bangladesh
Belarus









 Definition distinguishes individual entrepreneurs.

< 40 in Constr. &
Indstr.



< 15 in Agri
< 10 in Wholesale
< 5 in Other sectors

1-9

10-19

20-99

1-9

10-49
<100 in Indstr. &
Transp.
<60 in Agri. & S&T
<50 in Constr. &
Wholesale
<30 in Retail &
Servc.
<25 in Other nonindstr.

50-99

n/a

 Only small enterprises are defined.

n/a
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MSME Definitions
(number of employees, unless
otherwise noted)

Belize



Assets/Turnover/Capital/Invest
ment
Definition distinguishes between micro-, small and medium enterprises

Industry

Number of Empoyees

Economy



Bolivia
Bosnia and Herzegovina
Botswana
Brazil
Brunei Darussalam
Burkina Faso
Cambodia
Cameroon
Canada


















China

















micro

Sale Revenue
<$250,000
per annum
1-9
1-9
1-5
0-9
1-5
1-9
1-9
1-9











1-10
1-5
1-9

medium

n/a
10-49
10-49
6-25
10-49
6-50
5-10
10-49
10-49
10-99

<300 Indstr.
<600 Constr.
new classification, which
might include
micro will
take effect at
the end of
2010 or 2011

Colombia
Costa Rica
Dominican Republic

small

Peculiarities

<100 Whole-sale

50-249
26-100
50-249
51-100
50-199
50-149
100-499

<2000 Indstr.
<3000 Constr.
<200 Whole-sale
<500 Retail

<100 Retail
<3000 Transp.
<500 Transp.
<400 Post
<400 in Hotels
&Restaurants
11-50
6-30
10-49

<1000 Post
<800 in Hotels
&Restaurants
51-200
31-100
50-249
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 Definitions by different agencies e.g. Canadian
Bankers Association, Export Development Corporation and Industry Canada have different turnover
limits.
 Definition distinguishes between small and medium
enterprises only.

MSME Definitions
(number of employees, unless
otherwise noted)

Egypt, Arab Republic



El Salvador
Ethiopia




European Union; Croatia;
Macedonia, FYR; Montenegro; Serbia
Georgia
Guam
Honduras
Hong Kong SAR, China

Assets/Turnover/Capital/Invest
ment
Definition distinguishes between micro-, small and medium enterprises

Industry

Number of Empoyees

Economy
































India

micro

small

medium

1-5

6-10

11-100

0-9
1-10 and
using powerdriven machinery
0-9

10-49

50-99

10-49

50-249

10-19
11-20

21-100
20-49
21-49

1-20



1-9
1-10
<100 Mfg.,
<50 NonMfg.
Mfg.: Invst.
<US$
50,000,
Servc.: Invst.
<US$ 20,000



Indonesia

Israel
Jamaica
Japan
Jordan
Kazakhstan
Kenya




















Peculiarities

a ≤ Rp. 50
mil;
t ≤ Rp. 300
mil
1-9
1-3
1-4
1-4
1-10

Mfg.: Invst

Mfg.: Invst.

<US$ 1 mil,

<US$ 2 mil,

Servc.: Invst. <
US$ 0.4 mil

Servc: Invst. <US$
1 mil

Rp. 50 mil < a ≤
Rp. 500 mil;
Rp. 300 mil < t ≤
Rp. 2,5 bil;
10-49
4-10
5-19
5-19
0-50
11-50

Rp. 500 mil < a ≤
Rp. 2,5 bil;
Rp. 2,5 bil < t ≤ Rp.
50 bil;
50-100
11-49
20-299
20-99
51-250
51-100
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 Definition distinguishes between small and medium
enterprises only.

 Definition distinguishes between autonomous,
partner and linked enterprises.

 Definition distinguishes start-ups.

MSME Definitions
(number of employees, unless
otherwise noted)

Korea, Republic







micro

< 10 in Mfg.,
Mining,
Constr.,
Transp.;
< 5 in other



Kuwait

Kyrgyz Republic

Assets/Turnover/Capital/Invest
ment
Definition distinguishes between micro-, small and medium enterprises

Industry

Number of Empoyees

Economy









1-15 in Agri,
Hunting,
Forestry;
Fishing; Mining; Mfg.;
Electricity,
Gas & Water; Constr.
1-7 in Sales,
Repair, Hotel
Servc.,
Transp. and
Coms, Finance, Real
estate, Edu,
Health &
Social
Servc.,
Servc.

Lao PDR
Lebanon











0-9

small

Peculiarities

medium
 Definition distinguishes between micro- and small
enterprises only.

< 50 in Mfg., Mining, Constr.,
Transp.;
< 10 in other

< 300 emp. depend. industry

projects with capital <150,000 Kuwaiti Dinar

projects with capital  Definition distinguishes between small and medium
enterprises only.
<500,000 Kuwaiti
Dinar

16-50 in Agri,
Hunting, Forestry;
Fishing; Mining;
Mfg.; Electricity,
Gas & Water;
Constr.

51-200 in Agri,
Hunting, Forestry;
Fishing; Mining;
Mfg.; Electricity,
Gas & Water; Constr.

8-16 in Sales,
Repair, Hotel
Servc., Transp.
and Coms, Finance, Real estate, Edu, Health &
Social Servc.,
Servc.

17-50 in Sales,
Repair, Hotel
Servc., Transp. and
Coms, Finance,
Real estate, Edu,
Health & Social
Servc., Servc.

1-9
10-49

10-99
50-99
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MSME Definitions
(number of employees, unless
otherwise noted)

Malaysia





Assets/Turnover/Capital/Invest
ment
Definition distinguishes between micro-, small and medium enterprises

Industry

Number of Empoyees

Economy



micro

small

medium

Mfg. 5-50
Agri and Servc. 519
n/a
11-50
10-49
10-49
10-49

Mfg. 51-150
Agri and Servc, 2050
n/a
51-250
50-249
50-199
50-200

10-50

51-100

0-9
1-5
1-9
1-3
1-5
1-4
1-5
1-10

10-49
6-10
10-99
4-30
6-20
5-9
6-20
11-50

50-199
11-50
100-499

1-10

11-50

51-200

1-9
1-9

10-99
10-49
<10

100-199
50-249



<5
Mauritius
Mexico
Moldova
Morocco
Mozambique
Myanmar













Nepal
Netherlands Antilles
New Zealand
Nicaragua
Nigeria
Northern Mariana Islands
Oman
Pakistan
Peru










Philippines
Puerto Rico
Qatar







Russian Federation





Rwanda
Saudi Arabia













1-9
0-10
1-9
1-9
1-9


















Peculiarities

 One of the variables of the definition is ‘power used’
(measured in horsepower)

21-50
10-19
21-100
51-250
 Definition distinguishes only between micro- and
small enterprises.

 Only small enterprises are defined.



1-15

16-100

101-250



1-10
0-9

11-30
10-59

31-100
60-199
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 To be considered an MSME, the government, charity
funds, foreign companies, civil society and religious
organizations cannot own more than 25 percent of
shares. Few exceptions are: companies engaged in
intellectual work – software, inventions etc.

MSME Definitions
(number of employees, unless
otherwise noted)

Assets/Turnover/Capital/Invest
ment
Definition distinguishes between micro-, small and medium enterprises

Industry

Number of Empoyees

Economy

Singapore







South Africa







Sri Lanka
Switzerland
Tajikistan

Tanzania



























micro

<200 for
non-mfg.;
<$15 mil net
fixed assets investment
for mfg.
Agri <10,
other <20;
t<R 6mil
(differentiated by
sector)

1-9
Individual
entrepreneurs and
dehkan
farmers
1-4

small

Peculiarities

medium

<50;

Agri <100;

t<R 32mil (differentiated by
sector)

other <200;
t<R 64mil (differentiated by sector)

<25
10-49

50-99

<30

31-200

5-49

50-99

13 Review of Ten Years of Small Business Support in South Africa 1994 – 2004," Enterprise Development Unit/Department of Trade and Industry, November 2004, p. 15,
http://www.tips.org.za/files/10_Years_of_Small_Business_Support_in_South_Africa.pdf (accessed June 14, 2010).
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 Definition distinguishes between micro-, very small,
small or medium enterprises.
 Some reports also distinguish the ‘survivalist’ business, which is generally defined as providing income
only below the poverty line. “Survivalist enterprises
… [involves] activities by people unable to find a
paid job or get into an economic sector of their
choice, that is, people whose activities cannot be
viewed as sustainable micro-enterprises, even
though many of them may eventually achieve such a
position.”13

MSME Definitions
(number of employees, unless
otherwise noted)

Assets/Turnover/Capital/Invest
ment
Definition distinguishes between micro-, small and medium enterprises

Industry

Number of Empoyees

Economy

Thailand









Trinidad and Tobago
Tunisia
Turkey

















Uganda
Ukraine
United Arab Emirates
United Kingdom
















United States





Uruguay
Uzbekistan




Venezuela, Bolivarian Republic
Vietnam
Virgin Islands (U.S.)
West Bank and Gaza
Yemen, Republic

micro

0-9
1-9

small

Prod. <50
Servc. <50
Wholesale <25
Retail <15
10-49
10-49

Peculiarities

medium

≤51 Prod.<200
≤51 Servc.<200
≤26 Wholesale<50
≤16 Retail <30
49-249
50-249

1-19

20-49

50-249






1-9
<5

10-49
1-49
5-49

50-99
50-249
50+

1-9

10-49

50-249





1-9

10-99

100-499










1-4

5-19

20-99

0-10

11-40

41-100









1-50

51-100





















10-49
10-19
10-49
10-99

50-299
20-49
50-99
100-499

0-9
1-9
1-9
1-9

 Definition distinguishes between autonomous,
partner and linked enterprises.

 Definition distinguishes between general small
companies and parent small company.
 To be considered an MSME an enterprise must be
independently owned and operated, and not be
dominant in its field of operation.
 Definition distinguishes only between micro- and
small enterprises.

Source: Kushnir (2010) and World Bank/IFC Micro-, Small and Medium Enterprise Country Indicators (MSME-CI). Note that the figure uses data from 120 economies. With an exception of the United Kingdom, the figure doesn’t distingui sh
between national definitions of the member states of the European Union (EU). The EU member states have other MSME definitions on the national level.
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Annex 3: List of low and middle income countries according to the World Bank definition

Low-income economies ($1,025 or less)
Afghanistan
Gambia, The
Bangladesh
Guinea
Benin
Guinea-Bisau
Burkina Faso
Haiti
Burundi
Kenya
Cambodia
Korea, Dem Rep.
Central African Republic
Kyrgyz Republic
Chad
Liberia
Comoros
Madagascar
Congo, Dem. Rep
Malawi
Eritrea
Mali
Ethiopia
Mauritania

Mozambique
Myanmar
Nepal
Niger
Rwanda
Sierra Leone
Somalia
Tajikistan
Tanzania
Togo
Uganda
Zimbabwe

Lower-middle-income economies ($1,026 to $4,035)
Albania
Indonesia
Armenia
India
Belize
Iraq
Bhutan
Kiribati
Bolivia
Kosovo
Cameroon
Lao PDR
Cape Verde
Lesotho
Congo, Rep.
Marshall Islands
Côte d'Ivoire
Micronesia, Fed. Sts.
Djibouti
Moldova
Egypt, Arab Rep.
Mongolia
El Salvador
Morocco
Fiji
Nicaragua
Georgia
Nigeria
Ghana
Pakistan
Guatemala
Papua New Guinea
Guyana
Paraguay
Honduras
Philippines

Samoa
São Tomé and Principe
Senegal
Solomon Islands
South Sudan
Sri Lanka
Sudan
Swaziland
Syrian Arab Republic
Timor-Leste
Tonga
Ukraine
Uzbekistan
Vanuatu
Vietnam
West Bank and Gaza
Yemen, Rep.
Zambia

Upper-middle-income economies ($4,036 to $12,475)
Angola
Ecuador
Algeria
Gabon
American Samoa
Grenada
Antigua and Barbuda
Iran, Islamic Rep.
Argentina
Jamaica
Azerbaijan
Jordan
Belarus
Kazakhstan
Bosnia and Herzegovina
Latvia
Botswana
Lebanon
Brazil
Libya
Bulgaria
Lithuania

Palau
Panama
Peru
Romania
Russian Federation
Serbia
Seychelles
South Africa
St. Lucia
St. Vincent and the Grenadines
Suriname
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Chile
China
Colombia
Costa Rica
Cuba
Dominica
Dominican Republic

Macedonia, FYR
Malaysia
Maldives
Mauritius
Mexico
Montenegro
Namibia

Thailand
Tunisia
Turkey
Turkmenistan
Tuvalu
Uruguay
Venezuela, RB

Source: http://data.worldbank.org/about/country-classifications/country-and-lending-groups. Income classifications were set on 1 July 2012 and remain in effect until 1
July 2013.
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Annex 4: Search strategy
Studies were obtained from the following sources:
Electronic databases:
–

RePEc (Research Papers in Economics) / IDEAS (IDEAS uses the RePEc database)

–

SSRN

–

EconLit

–

Labordoc (ILO)

–

3ie's database of policy briefs, systematic reviews and impact evaluations

–

Innovations for Poverty Action Publication Database

–

JPAL Evaluation Database

–

JPAL Publication Database

–

ILO Youth Employment Inventory

–

Research for Development

–

Web of Science

We expected the main databases such as IDEAS and SSRN for example to cover
the key research institutions and organizations (such as NBER, CEPR, IZA and
the World Bank for instance). However, we also punctually searched key research
institutions and organizations to crosscheck that the results of the databases were
complete.
Websites screened:
–

AfD (Agence Francaise de Developpement)

–

African Development Bank

–

Asian Development Bank

–

AusAid (Australian Agency for International Development)

–

CIDA (Canadian International Development Agency)

–

DFID (Department for International Development)

–

German Development Institute

–

GIZ (Gesellschaft für Internationale Zusammenarbeit GmbH)

–

IADB (Inter-American Development Bank)

–

IDS (Institute for Development Studies)

–

IFC (International Finance Corporation)

–

ILO (International Labor Organization)

–

KfW (Kreditanstalt für Wiederaufbau) Entwicklungsbank

–

ODI (Overseas Development Institute (ODI)

89 | KfW Studies and Proceedings Interventions for employment creation in micro, small and medium sized enterprises in low and middle income countries

–

OECD (Organisation for Economic Co-operation and Development)
Development Center

–

SIDA (Swedish International Development Cooperation Agency)

–

The SME Initiative at Innovations for Poverty Action (IPA)

–

UNDP (United Nations Development Program)

–

USAID

–

World Bank Group

On these web sites we expected to find more policy oriented reports that have not
been published as working papers and/or are not intended for publication in a
purely academic outlet.
Hand-searches of key journals:
–

Agricultural Economics

–

American Economic Review

–

American Journal of Agricultural Economics

–

Journal of Political Economy

–

Review of Economic Studies

–

Econometrica

–

American Economic Journal: Applied Economics

–

Quarterly Journal of Economics

–

Journal of Development Effectiveness

–

Journal of Development Economics

–

Journal of African Economies

–

World Bank Economic Review

–

Journal of Small Business Economics

–

World Development

–

Economic Development and Cultural Change

–

Journal of Development Studies

–

Journal of Labor Economics

–

ESR Review (previously Journal of Microfinance)

For the hand-searches, the starting year has been 2000, since a pre-scoping of
the literature revealed that most relevant studies were published after 2000. Only
one relevant study was published in 1997. Here as well, we assumed that all relevant papers published in these journals were also included in at least one of the
data bases mentioned above, but this has been cross checked through handsearches.
Literature snowballing:
For included studies, citation tracking was conducted (forward searching). Moreover, their references have been screened for further relevant studies (backward
searching).
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Furthermore, the bibliographies of the World Bank World Development Report
2013 on jobs and the following completed systematic reviews, as well as a metaanalysis on entrepreneurship programs in developing countries and a review of
business training interventions, have been hand-searched for relevant studies:
–

Cho and Honorati (2012)

–

Cirera et al. (2011)

–

Duvendack et al. (2011)

–

Hagen-Zanker et al. (2011)

–

McKenzie and Woodruff (2012)

–

Nataraj et al. (2012)

–

Stewart et al. (2012)

–

Stewart et al. (2010)

Key researchers and experts that have been contacted:
–

Gordon Betcherman (University of Ottawa)

–

Dean Karlan (Yale University/ SME Initiative)

–

Gladys Lopez-Azevedo (World Bank)

–

David McKenzie (World Bank)

–

Antoinette Schoar (MIT/SME Initiative)

–

Hong W. Tan (World Bank)

–

Christopher Woodruff (Warwick University)

We decided not to search in trials registers and research registers, since the principal registers seemed to be focusing on health related research and trials. The
main funders of ongoing research and possible trials in the topic of interest for this
systematic review are the donors and organizations, whose websites and project
databases we searched (see above). Hence we believe this ensures that the bulk
of ongoing and unpublished impact evaluations on employment creation in MSMEs
has be identified with our search strategy.
As regards ongoing studies, we first decided on inclusion based on their title, and,
if available, statement of objectives. If the studies were judged to be relevant, or in
any case of doubt, the authors have been contacted in order to check whether the
results were already available for inclusion into the systematic review.
In accordance with the inclusion criteria referring to PICO, as specified above, we
defined different sets of search terms which we combined using the Boolean operator “AND” for the searches in electronic databases. In a first step, we will combine
search sets referring to the population, outcome and type of study, since the outcome is of main interest in this systematic review (see Annex 6 for search terms
and results of this search). However, in order to avoid missing potentially relevant
studies by not searching sets for the interventions considered in this review, we
conducted a second search that focused on the intervention categories set out in
section 3, combining search sets for population, intervention and type of study
(see Annex 7 for search terms and results of this search).
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Annex 5: Data extraction form

Data to be extracted

Notes to reviewer

Title of study
Author(s)
Author(s) independent from intervention?
Year of publication
Type of publication

Peer reviewed journal, working paper, program
report etc.

Language
Country

Exclude if not LMIC

National or regional

Specify if study is conducted at a national level
or regional, and if so which region(s)/province(s)/town(s) etc.

Size of enterprises included in the study

Exclude if > 250 or not enough information given

Time when study took place
Description of intervention

Describe whether the intervention is a standalone or joint intervention, and if the latter is the
case, describe the different components of the
intervention

Type of intervention
Duration of the intervention
Target group of the intervention

Did the intervention target a specific group, such
as youth, women, disabled etc.?

Who delivered the intervention

Government, Donor, NGO, Researchers

Outcome

Exclude if not number of employees or growth
of number of employees where unit of observation is an MSME; exclude if not employment
status in MSME or creation of MSME where unit
of observation is the (potential) labor force

Intermediate outcomes

Which intermediate outcomes are additionally
collected?

Findings

Give a short summary of the main findings regarding the outcome of interest
Report statistics

Study design

Specify if RCT or quasi-experimental
Exclude if qualitative case study

Methods of analysis

Specify if RDD, IV, PSM, DID, Multivariate or other

Data source
Sampling methodology
Sample size
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Response rate

If not stated, calculate if possible

Length of follow up

Specify time before and after the intervention

Use of control group

Exclude if no control group
Characterize the control group used

Confounders controlled for in the analysis statistically or by matching
Other biases
External validity
Source: Adapted from Petticrew and Roberts (2008), p. 293ff.
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Annex 6: Search log of database search - Outcome search
Search Logs can be found under the following link:
http://www.wiwi.uni-passau.de/development-economics/forschung/interventions-for-employment-creation/
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Annex 7: Search log of database search – Intervention search
Search Logs can be found under the following link:
http://www.wiwi.uni-passau.de/development-economics/forschung/interventions-for-employment-creation/
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